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INTER-AMERICAN DEVELOPMENT BANK ACT 


WEDNESDAY, JUNE 3, 1959 


House or REPRESENTATIVES, 
CoMMITTER ON BANKING AND CURRENCY, 
SuscommMittexr No. 1, 
Washington, D.C. 

The committee met, pursuant to call, at 10 a.m., the Honorable Brent 
Spence (chairman) presiding. 

The CuHatrMAn. The committee will be in order. 

We are convened this morning to hear testimony on H.R. 7072 and 
H.R. 7073, bills to provide for the participation of the United States 
in the Inter-American Development Bank. 

(The bills referred to above follow :) 


(H.R. 7072, 86th Cong., 1st sess.] 


A BILL To provide for the participation of the United States in the Inter-American 
Development Bank 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


SHORT TITLE 


SecTIon 1. This Act may be cited as the “Inter-American Development Bank 
Act”. 
ACCEPTANCE OF MEMBERSHIP 


Sec.2. The President is hereby authorized to accept membership for the 
United States in the Inter-American Development Bank (hereinafter referred to 
as the “Bank’’), provided for by the agreement establishing the Bank (herein- 
after referred to as the “agreement’’) deposited in the archives of the Organiza- 
tion of American States. 


GOVERNOR, ALTERNATE GOVERNOR, AND EXECUTIVE DIRECTOR 


Sec. 3. (a) The President, by and with the advice and consent of the Senate, 
shall appoint a Governor of the Bank and an alternate for the Governor. The 
term of office for the Governor and the Alternate Governor shall be five years, but 
each shall remain in office until a successor has been appointed. 

(b) The President, by and with the advice and consent of the Senate, shall 
appoint an Executive Director of the Bank. Except as provided for in article 
XV, section 3, of the agreement, the term of office for the Executive Director 
shall be three years, but he shall remain in office until a successor has been 
appointed. 

(c) No person shall be entitled to receive any salary or other compensation 
from the United States for services as a Governor, Alternate Governor, or 
BPxecutive Director. 


NATIONAL ADVISORY COUNCIL ON INTERNATIONAL MONETARY AND FINANCIAL 


PROBLEMS 


Seo. 4. The provisions of section 4 of the Bretton Woods Agreements Act, as 
amended (22 U.S.C. 286b), shall apply with respect to the Bank to the same 


1 
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extent as with respect to the International Bank for Reconstruction and Develop- 
ment and the International Monetary Fund. Reports with respect to the Bank 
under paragraphs (5) and (6) of subsection (b) of section 4 of said Act, as 
amended, shall be included in the first report made thereunder after the establish- 
ment of the Bank and in each succeeding report. 


CERTAIN ACTS NOT TO BE TAKEN WITHOUT AUTHORIZATION 


Sec. 5. Unless Congress by law authorizes such action, neither the President 
nor any person or agency shall, on behalf of the United States, (a) subscribe to 
additional shares of stock under article II, section 3, of the agreement; (b) re 
quest or consent to any change in the quota of the United States under article 
IV, section 3, of the agreement; or (c) accept any amendment under article 
XII of the agreement. Unless Congress by law authorizes such action, no Gov- 
ernor or alternate appointed to represent the United States shall vote for any 
increase of capital stock of the Bank under article II, section 2, of the agreement, 
or any increase in the resources of the Fund for Special Operations under article 
IV, section 3(g), thereof. 

DEPOSITORIES 


Sec. 6. Any Federal Reserve bank which is requested to do so by the Bank 
shall act as its depository or as its fiscal agent and the Board of Governors of 
the Federal Reserve System shall supervise and direct the carrying out of these 
functions by the Federal Reserve banks. 


PAYMENT OF SUBSCRIPTION 


Sec. 7. (a) There is hereby authorized to be appropriated to the President, 
without fiscal year limitation, for the purchase of thirty-five thousand shares 
of capital stock in the Bank, $350,000,000. In addition, there is hereby authorized 
to be appropriated to the President, without fiscal year limitation, for payment 
of the subscription of the United States to the Fund for Special Operations, 
$100,000,000. 

(b) For the purpose of keeping to a minimum the cost to the United States of 
participation in the Bank, the Secretary of the Treasury, after paying the 
requisite part of the subscription and quota of the United States in the Bank 
required to be made under article II, section 4, and article IV, section 3, re- 
spectively, of the agreement, is authorized and directed to issue special notes 
of the United States from time to time, at par, and to deliver such notes to the 
Bank in exchange for dollars to the extent permitted by the agreement. The 
special notes provided for in this subsection shall be issued under the authority 
and subject to the provisions of the Second Liberty Bond Act, as amended, 
and the purposes for which securities may be issued under that Act are extended 
to include the purposes for which special notes are authorized and directed to 
be issued under this subsection, but such notes shall bear no interest, shall be 
non-negotiable, and shall be payable on demand of the Bank. The face amount of 
special notes issued to the Bank under the authority of this subsection and out- 
standing at any one time shail not exceed, in the aggregate, the amount of the 
subscription and quota of the United States actually paid to the Bank under 
article II, section 4, and article IV, section 3, respectively, of the agreement. 

(c) Any payment made to the United States by the Bank as a distribution 
of net income shall be covered into the Treasury as a miscellaneous receipt. 


JURISDICTION AND VENUE OF ACTIONS 


Sec. 8. For the purpose of any action which may be brought within the United 
States, its Territories or possessions, or the Commonwealth of Puerto Rico, by 
or against the Bank in accordance with the agreement, the Bank shall be deemed 
to be an inhabitant of the Federal judicial district in which its principal office 
in the United States is located, and any such action at law or in equity to which 
the Bank shall be a party shall be deemed to arise under the laws of the United 
States, and the district courts of the United States shall have original jurisdic- 
tion of any such action. When the Bank is a defendant in any such action, it 
may, at any time before the trial thereof, remove such action from a State 
court into the district court of the United States for the proper district by fol- 
lowing the procedure for removal of causes otherwise provided by law. 
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INTER-AMERICAN DEVELOPMENT BANK ACT 3 


STATUS, IMMUNITIES, AND PRIVILEGES 


Sec. 9. The provisions of article X, section 4(c), and article XI, sections 
2 to 9, both inclusive, of the agreement shall have full foree and effect in the 
United States, its Territories and possessions, and the Commonwealth of Puerto 
Rico, upon acceptance of membership by the United States in, and the estab- 
lishment of, the Bank. 


SECURITIES ISSUED BY BANK AS INVESTMENT SECURITIES FOR NATIONAL BANKS 


Sec. 10. The last sentence of paragraph seventh of section 5136 of the Re 
vised Statutes, as amended (12 U.S.C. 24), is amended by inserting after the 
words “International Bank for Reconstruction and Development” the words 
“or the Inter-American Development Bank” and by striking the words “said 
Bank” and inserting in lieu thereof “either of said Banks”. 


SECURITIES ISSUED BY BANK AS EXEMPT SECURITIES ; REPORT FILED WITH SECURITIES 
AND EXCHANGE COMMISSION 


Seo. 11. (a) Any securities issued by the Bank (including any guarantee by 
the Bank, whether or not limited in scope) in connection with raising of funds 
for including in the Bank’s ordinary capital resources as defined in article II, 
section 5, of the agreement, and any securities guaranteed by the Bank as to 
both principal and interest to which the commitment in article II, section 
4(a) (ii), of the agreement is expressly applicable, shall be deemed to be ex- 
empted securities within the meaning of paragraph (a) (2) of section 3 of the 
Act of May 27, 1933, as amended (15 U.S.C. 77c), and paragraph (a) (12) of 
section 3 of the Act of June 6, 1934, as amended (15 U.S.C. 78c). The Bank 
shall file with the Securities and Exchange Commission such annual and other 
reports with respect to such securities as the Commission shall determine to 
be appropriate in view of the special character of the Bank and its operations 
and necessary in the public interest or for the protection of investors. 

(b) The Securities and Bxchange Commission, acting in consultation with 
the National Advisory Council on International Monetary and Financial Prob- 
lems, is authorized to suspend the provisions of subsection (a) at any time as 
to any or all securities issued or guaranteed by the Bank during the period of 
such suspension. The Comniission shall include in its annual reports to Con- 
gress such information as it shall deem advisable with respect to the operations 
and effect of this section and in connection therewith shall include any views 
submitted for such purpose by any association of dealers registered with the 
Commission. 

CERTAIN REPORTS REQUIRED 


Sec. 12. The reports o fthe National Advisory Council on International Mone- 
tary and Financial Problems provided for in section 4(a)(6) of the Bretton 
Woods Agreements Act (and referred to in section 4 of this Act) shall also cover 
and include the effectiveness of the provisions of section 11 of this Act and the 
exemption for securities issued by the Bank provided by section 5136 of the 
Revised Statutes in facilitating the operations of the Bank and the develop- 
ment of the economic resources of member countries of the Bank and the recom- 
mendations of the Council as to any modifications it may deem desirable in the 
provisions of this Act. 


[H.R. 7073, 86th Cong., 1st sess.] 


A BILL To provide for the participation of the United States in the Inter-American 
Development Bank 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, 


SHORT TITLE 
Secrion 1. This Act may be cited as the “Inter-American Development Bank 
Act.” 
ACCEPTANCE OF MEMBERSHIP 


SEc. 2. The President is hereby authorized to accept membership for the 
United States in the Inter-American Development Bank (hereinafter referred 
to as the “Bank’’), provided for by the agreement establishing the Bank (here- 
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inafter refered to as the “agreement”) deposited in the archives of the Organ- 
ization of American States. 


GOVERNOR, ALTERNATE GOVERNOR, AND EXECUTIVE DIRECTOR 


Seo. 3. (a) The President, by and with the advice and consent of the Senate, 
shall appoint a Governor of the Bank and an alternate for the Governor. The 


term of office for the Governor and the Alternate Governor shall be five years, | 


but each shall remain in office until a successor has been appointed. 

(b) The President, by and with the advice and consent of the Senate, shall 
appoint an Executive Director of the Bank. Except as provided for in article 
XV, section 3, of the agreement, the term of office for the Executive Director 
shall be three years, but he shall remain in office until a successor has been 
appointed. 

(c) No person shall be entitled to receive any salary or other compensation 
from the United States for services as a Governor, Alternate Governor, or 
Executive Director. 


NATIONAL ADVISORY COUNCIL ON INTERNATIONAL MONETARY AND 
FINANCIAL PROBLEMS 


Sec. 4. The provisions of secton 4 of the Bretton Woods Agreements Act, as 
amended (22 U.S.C. 286b), shall apply with respect to the Bank to the same | 
extent as with respect to the International Bank for Reconstruction and De | 


velopment and the International Monetary Fund. Reports with respect to the } 


Bank under paragraphs (5) and (6) of subsection (b) of section 4 of said Act, 
as amended, shall be included in the first report made thereunder after the 
establishment of the Bank and in each succeeding report. 


CERTAIN ACTS NOT TO BE TAKEN WITHOUT AUTHORIZATION 


Sec. 5. Unless Congress by law authorizes such action, neither the President 
nor any person or agency shall, on behalf of the United States, (a) subscribe to 
additional shares of stock under article II, section 3, of the agreement; (b) | 
request or consent to any change in the quota of the United States under article | 
IV, section 3, of the agreement; or (c) accept any amendment under article 
XII of the agreement. Unless Congress by law authorizes such action, no 
Governor or alternate appointed to represent the United States shall vote for 
any increase of capital stock of the Bank under article II, section 2, of the 
agreement, or any increase in the resources of the Fund for Special Operations 
under article IV, section 3(g), thereof. 


DEPOSITORIES 


Sec. 6. Any Federal Reserve bank which is requested to do so by the Bank 
shall act as its depository or as its fiscal agent and the Board of Governors of 
the Federal Reserve System shall supervise and direct the carrying out of these 
functions by the Federal Reserve banks. 


PAYMENT OF SUBSCRIPTION 


Sec. 7. (a) There is hereby authorized to be appropriated to the President, 
without fiscal year limitation, for the purchase of thirty-five thousand shares 
of capital stock in the Bank, $350,000.000. In addition, there is hereby author- 
ized to be appropriated to the President, without fiscal year limitation, for pay- 
ment of the subscription of the United States to the Fund for Special Opera- 
tions, $100,000,000. 

(b) For the purpose of keeping to a minimum the cost to the United States | 
of participation in the Bank, the Secretary of the Treasury, after paying the | 
requisite part of the subscription and quota of the United States in the Bank 
required to be made under article II, section 4, and article IV, section 3, re 
spectively, of the agreement, is authorized and directed to issue special notes of | 
the United States from time to time, at par, and to deliver such notes to the 
Bank in exchange for dollars to the extent permitted by the agreement. The 
special notes provided for in this subsection shall be issued under the authority 
and subject to the provisions of the Second Liberty Bond Act, as amended, and 
the purposes for which securities may be issued under that Act are extended 
to include the purposes for which special notes are authorized and directed to 
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be issued under this subsection, but such notes shall bear no interest, shall be 
nonnegotiable, and shall be payable on demand of the Bank. The face amount 
of special notes issued to the Bank under the authority of this subsection and 
outstanding at any one time shall not exceed, in the aggregate, the amount of 
the subscription and quota of the United States actually paid to the Bank under 
article II, section 4, and article IV, section 3, respectively, of the agreement. 

(c) Any payment made to the United States by the Bank as a distribution 
of net income shall be covered into the Treasury as a miscellaneous receipt. 


JURISDICTION AND VENUE OF ACTIONS 


Sec. 8. For the purpose of any action which may be brought within the United 
States, its Territories or posesssions, or the Commonwealth of Puerto Rico, by 
or against the Bank in accordance with the agreement, the Bank shall be deemed 
to be an inhabitant of the Federal judicial district in which its principal office 
in the United States is located, and any such action at law or in equity to which 
the Bank shall be a party shall be deemed to arise under the laws of the United 
States, and the district courts of the United States shall have original juris- 
diction of any such action. When the Bank is a defendant in any such action, 
it may, at any time before the trial thereof, remove such action from a State 
eourt into the district court of the United States for the proper district by 
following the precedure for removal of causes otherwise provided by law. 


STATUS, IMMUNITIES, AND PRIVILEGES 


Sec. 9. The provisions of article X, section 4(c), and article XI, sections 2 
to 9, both inclusive, of the agreement shall have full force and effect in the 
United States, its Territories and possessions, and the Commonwealth of Puerto 
Rico, upon acceptance of membership by the United States in, and the establish- 
ment of, the Bank. 


SECURITIES ISSUED BY BANK AS INVESTMENT SECURITIES FOR NATIONAL BANKS 


Sec. 10. The last sentence of paragraph seventh of section 5136 of the Re- 
vised Statutes, as amended (12 U.S.C. 24), is amended by inserting after the 
words “International Bank for Reconstruction and Development” the words “or 
the Inter-American Development Bank” and by striking the words “said Bank” 
and inserting in lieu thereof “either of said Banks”. 


SECURITIES ISSUED BY BANK AS EXEMPT SECURITIES ; REPORT FILED WITH SECURITIES 
AND EXCHANGE COMMISSIONS 


Sec.11. (a) Any securities issued by the Bank (including any guarantee by 
the Bank, whether or not limited in scope) in connection with raising of funds 
for including in the Bank’s ordinary capital resources as defined in article II, 
section 5, of the agreement, and any securities guaranteed by the Bank as to 
both principal and interest to which the commitment in article II, section 
4(a) (ii), of the agreement is expressly applicable, shall be deemed to be ex- 
empted securities within the meaning of paragraph (a) (2) of section 3 of the 
Act of May 27, 1933, as amended (15 U.S.C. 77c), and paragraph (a) (12) of 
section 3 of the Act of June 6, 1934, as amended (15 U.S.C. 78c). The Bank 
shall file with the Securities and Exchange Commission such annual and other 
reports with respect to such securities as the Commission shall determine to be 
appropriate in view of the special character of the Bank and its operations and 
necessary in the public interest or for the protection of investors. 

(b) The Securities and Exchange Commission, acting in consultation with the 
National Advisory Council on International Monetary and Financial Problems, 
is authorized to suspend the provisions of subsection (a) at any time as to any 
or all securities issued or guaranteed by the Bank during the period of such 
suspension. The Commission shall include in its annual reports to Congress 
such information as it shall deem advisable with respect to the operations and 
effect of this section and in connection therewith shall include any views sub- 
mitted for such purpose by any association of dealers registered with the 
Commission. 

CERTAIN REPORTS REQUIRED 


Seo. 12. The reports of the National Advisory Council on International Mone- 
tary and Financial Problems provided for in section 4(a) (6) of the Bretton 
41729592 
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Woods Agreements Act (and referred to in section 4 of this Act) shall also 

cover and include the effectiveness of the provisions of section 11 of this Act 
and the exemption for securities issued by the Bank provided by section 5136 
of the Revised Statutes in facilitating the operations of the Bank and the de- 





velopment of the economic resources of member countries of the Bank and the | 


recommendations of the Council as to any modifications it may deem desirable 
in the provisions of this Act. 


The Cuarrman. Our first witness this morning is Secretary Robert | 
B. Anderson of the Treasury, and he is accompanied by Assistant Sec- | 


retary T. Graydon Upton. 


I understand Secretary Anderson has a very important engagement | 


and cannot remain with the committee to be interrogated. He will 
read his statement and then Assistant Secretary Upton may answer 
the questions. Secretary Upton participated in the negotiations which 
brought about the organization of the Bank and is thoroughly familiar 
with the subject. 


Secretary Anderson, we are delighted to have you come here. I 


know the committee is greatly interested in the consideration of this 
most important organization. 


You may proceed as you please. You may read your statement | 


without interruption and then, Assistant Secretary Upton may remain 
to answer the questions. 
Secretary Anprerson. Thank you very much, Mr. Chairman. I 
should like to express my appreciation to this committee for this op- 
portunity, both on behalf of myself and the Treasury, because we 
share the feeling that the chairman has expressed, and I know that 
other members of the committee feel that this is an unusually impor- | 
tant undertaking. 


STATEMENT OF HON. ROBERT ANDERSON, SECRETARY OF THE 
TREASURY, ACCOMPANIED BY T. GRAYDON UPTON, ASSISTANT 
SECRETARY OF THE TREASURY; CHARLES R. HARLEY, CHIEF, 
LATIN AMERICAN DIVISION, OFFICE OF INTERNATIONAL | 


| 
| 


FINANCE; ARNOLD H. WEISS AND FRED B. SMITH, OFFICE ad 
THE GENERAL COUNSEL 


Secretary Anperson. Mr. Chairman and members of the committee, 
the President on May 11 sent a special message to the Congress rec- 
ommending that the United States accept membership in the proposed 
Inter-American Development Bank. Attached to this message was a 
special report of the National Advisory Council on International 
Monetary and Financial Problems strongly recommending such 
action. 

I am appearing before you today to support the President’s recom- 
mendation and urge your favorable consideration of this request. 
The bills before you, H.R. 7072 and H.R. 7073, provide for the acce t 
ance of membership by the United States and make provision for 
authorization of the financial contribution necessary to effect our par-| 
ticipation in this new institution. | 

ver a major portion of our history, the United States has forged a 
chain of cooperation with the nations of the Western Hemisphere. 
Step by step, together, we have acted on matters of mutual interest 
and for our mutual defense. The Organization of American States, 
the Inter-American Defense Board, the Inter-American Economic and 
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Social Council, as well as many bilateral commissions and boards, bear 
witness to this fact of hemispheric cooperation. It has become appar- 
ent in recent years that an inter-American financial institution would 
be an important link in this chain. Our neighbors to the south have 
advocated such an institution which would be tailored specifically to 
the needs and demands of the economic development of Latin Amer- 
ica. They and we believe that a financial institution dealing specifi- 
eally with Latin American problems would be of tremendous impor- 
tance and assistance, not ule in terms of additional financing which 
would become available, but even more so in terms of the greater con- 
centration of interest, activity, and mutual understanding of the eco- 
nomic development problems of Latin America. 

Projects for an Inter-American Bank have been discussed over 
many years. At Buenos Aires in 1957 at the Economic Conference of 
the Organization of American States, the United States joined with 
the Latin American countries in a resolution recommending that the 
Inter-American Economic and Social Council convoke a specialized 
committee of governmental representatives to study the problems of 
financing economic development, including consideration of proposals 
for an inter-American financial institution. Here in the United 
States, the conviction has grown that it would be in our interest to 
join with the other American Republics in founding a new bank 
which would concentrate on the problems of this hemisphere and in 
which the Latin American countries would provide a substantial part 
of the resources and a great deal of the initiative and management. 

At no time in the past have conditions appeared so propitious for 
establishment of an Inter-American Bank as they do at the present 
time. In recent years there has been a marked growth in Latin 
American interest in economic cooperation not only with the United 
States but among the various Latin American countries themselves. 

This new trend toward economic cooperation means, I believe, that 
efforts to establish a new Inter-American Bank now are much more 
timely than they would have been in the past and that such efforts are 
much more likely to be successful. 

U.S. support for the establishment of a new institution 
was announced last August by Under Secretary of State Dillon. 

A specialized committee for negotiating and drafting a charter for 
the new financial institution met in Washington in January 1959 at 
the Pan American Union and drafted an agreement which was signed 
on April 9 by the representatives of the 21 American Republics. This 
agreement was widely hailed as a great step forward in U.S.- 
Latin American relations. In a letter to the Conference, President 
Eisenhower stated— 


I believe that the proposed Inter-American Development Bank, when approved 
by the members of the Organization of American States, will make a significant 
contribution to the continuing economic progress of the American Republics and 
stand as an enduring testimonial to the spirit of cooperation among these nations. 


This agreement is now being submitted to the governments for 
acceptance or ratification in accordance with their own constitutional 
processes. H.R. 7072 and 7073 provide the necessary authority for 
participation by the United States. 

As a matter of national policy, the United States has developed over 
many years close relations with the 20 other Republics in this hemi- 
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sphere. We have had for more than a century the friendliest rela- 
tionships with these countries, both politically and economically. The 
new Bank will help to maintain and strengthen these good relations 
and intimate associations in world affairs. 

One aspect of this relationship is our trade with Latin America, 
which forms a large part of our total international trade. About 30 
percent of our imports come from Latin American countries, and 
about one-fourth of our exports go to these countries. Our imports 
from these 20 countries have been running in recent years at an an- 
nual rate of $3.5 billion. Our exports to Latin America have been 
around $4 billion. We sell to these countries machinery and vehicles, 
chemicals and textiles, and a great variety of manufactured prod- 
ucts. Trade with the United States is also of the greatest importance 
to the Latin American countries. Over half of their imports annually 
come from the United States and about half of their exports go to 
the United States. Our trade relations, therefore, necessarily loom 
very large in the thinking of the Latin American countries and our 
trade with Latin America is of tremendous importance to us. It is 
vital for us to continue the expansion of our trade with the American 
Republics. 

American industry has a tremendous stake in Latin America. 
American companies have invested $8.8 billion in branches and sub- 
sidiaries in Latin America. Our investments in Latin America rep- 
resent about 35 percent of our total foreign direct investments. In 
recent years U.S. investors have reinvested there over $200 million of 
their earnings. Our investments are an added reason for assisting 
Latin American economic development. 

Many of the countries of Latin America today are far from realiz- 
ing their economic potential. Many of them have vast natural re- 
sources which are as yet untapped. In fact, some of these countries 
have never even been fully explored. With their expanding popula- 
tions, they have increasing manpower to develop their resources and 
industries, and with further investment of capital and technical as- 
sistance, they can utilize this manpower more efficiently to produce 
more for their own consumption and for world markets. In Latin 
America as elsewhere, the main source of capital must, of course, be 
the work and savings of the people living there. But these econo- 
mies cannot obtain the capital goods they need for expanding pro- 
duction except by importing these goods from abroad and obtaining 
from abroad a considerable part of the necessary financing as the 
United States did in the last century. Private capital has been and 
must continue to be the major source of such financing, but there are 
areas in which private capital cannot be expected to do the job. 

The proposed Inter-American Development Bank has been designed 
for the particular purpose of expanding the growth of Latin America 
under present conditions. The Bank will provide additional needed 
finance by making loans to supplement other sources of credit. It 
will also provide assistance to these countries in formulating devel- 
opment programs and in engineering and organizing particular proj- 
ects. Its technical assistance work will help Latin American coun- 
tries in obtaining capital, not only from the Inter-American Bank, 
but from other existing institutions, and more importantly, from the 
private capital market. The Inter-American Bank can assist the coun- 
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tries in formulating and presenting their projects and in making most 
effective use of their borrowing capacity. 

The Inter-American Development Bank is designed to enlist the 
full cooperation of the Latin American countries in a joint enterprise 
with the United States. All will share a part of the cost and in the 
responsibility for managing the institution successfully. The Bank 
should assist the countries in mobilizing their own resources and in 
encouraging domestic and foreign private capital to undertake desira- 
ble investments. By concentrating on the problems of other American 
Republics, it can give close attention to their needs. The assumption 
by the Latin Americans of a major responsibility for management, 
both as lenders and as borrowers, should facilitate the harmonious 
economic development of all these countries. 

The total resources of the Bank will amount to $1 billion, of which 
$850 million will be the authorized capital stock for its ordinary 
operations, and $150 million will be the initial resources of the “Fund 
for Special Operations,” which I will discuss presently. 

The U.S. subscription will be $350 million, or 41 percent of the total 
ordinary capital of the Bank. The shares of the other members are 
generally in proportion to their proposed new quotas in the Inter- 
national Monetary Fund. Of the total capital, $400 million, is to 
be paid-in capital, with an initial installment of 20 percent to be paid 
by each country on or after acceptance of membership, but in any event 
not later than September 30, 1960. A second installment of 40 percent 
will be payable when the Bank calls it, not before September 30, 1961, 
and a third installment of 40 percent when the Bank calls it, not 
before September 30, 1962. The three-installment arrangement will 
spread the burden on the budgets of the member countries and on their 
foreign exchange resources over a period of 2 or more years. 

One-half of each installment must be paid by each member country 
in gold or U.S. dollars. The other half is paid in the national currency 
of the member. The second installment cannot be called unless 90 
percent of the total amount due from all members on the first install- 
ment has been paid, and similarly the third installment cannot become 
due until 90 percent of the second installment has been paid. These 

rovisions assure that practically all of the members must participate. 

he 10 percent leeway may be necessary in case one or two countries 
are definitely unable to provide their payments. 

The second part of the Bank’s capital is to consist of $450 million 
in callable capital. This part of the capital is intended to provide a 
guarantee fund for the bonds, or other securities which the Bank may 
sell to private investors. In this way, eventually a good portion of 
the resources which the Bank will have for its lending operations will 
come from the private investors who buy its securities rather than 
from the public treasuries of the members. You will note that 
the bills before you also make provision for the marketing of these 
securities in the United States on the same basis as the securities of 
the International Bank. It is not anticipated that the Bank will find 
it necessary to make a call, since calls may be made only to meet 
the Bank’s liabilities on obligations which it has issued or guarantees 
which it has made. Should a call be made, it will be a pro rata 
basis and must be paid in gold, dollars, or the currency actually 
needed to discharge the Bank’s obligations. 
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The ordinary operations of the Bank will be financed from the 
capital subscriptions of the members, from borrowings, and from rein- 
vested earnings. From these resources the Bank will make loans, re- 
payable in the currency lent on normal terms for international lend- 
ing. Loans may be made to the governments of member countries, 
to their political subdivisions, or to private enterprises. In the case 
of loans to private entities, the Bank may require, as a conditon of the 
loan, a guarantee by the Government or a public financial institution 
of the country in which the project is located. While the Bank may 
not finance a private project to which the member country objects, it 
is not required to obtain a government guarantee. The Bank may also 
make loans to several countries in one transaction where these loans are 
part of joint or regional projects. 

As in the case of the International Bank for Reconstruction and 
Development, the Inter-American Development Bank will charge 
a commission of 1 percent on all loans, which it will invest in liquid 
securities to meet any liabilities of the Bank on its borrowings or its 
guarantees. 

Since the ordinary loans of the Bank must be repaid in the currency 
lent, the resources of the Bank will revolve. As portions of principal 
and interest are paid in dollars or other currency that has been used 
to provide foreign exchange, the Bank will continue to have usable 
currencies available for additional loans. 

The Bank agreement provides that the capital may be increased 
when additional funds are required for its operations. It is anticipated 
that some time after September 30, 1962, when the payments on the 
paid-in capital have been completed, the Bank will wish to increase its 
callable capital by an additional $500 million. This increase in 
capital will require a three-fourth affirmative vote of the Board of 
Governors. This arrangement was made in recognition of the con- 
viction of the Latin American representatives that provision for an 
increase in the capital of the Bank should be made at an early date. 
Since this increase would be in the form of callable capital and not 
paid-in capital, it would result in the United States assuming an addi- 
tional contingent liability of $200 million. 

As the President pointed out in his message, the U.S. representatives 
agreed that such an increase would be desirable, but believed that it 
would be wise to have an initial period of experience with the Bank’s 
operations before the additional capital is sulacibad The President 
said: 

“Accordingly, if the Bank’s operations are established on an effective basis in 
accordance with expectations, the United States will be in good faith be com- 
mitted to vote for the increase and subscribe to its share of the increased 
capital.” 

The bill before you makes no provision for this increase in the sub- 
scription of the United States, and specifically requires the authoriza- 
tion of law before the United States can subscribe to this increase. I 
call this provision to the attention of the Congress as an indication of 
the announced intentions of the United States. While a U.S. vote 
for an increase in the capital can be given only with congressional 
authorization, it should be understood that this increase may be re- 
quested after 1962 if the Bank’s operations prove to be as successful 
and as valuable as we expect them to be. 
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Aside from this $500 million increase in the Bank’s callable capital, 
which may be anticipated after several years, the agreement provides 
that the capital of the Bank can be increased at anytime by a vote of 
two-thirds of the Governors with at least three-fourths of the total 
voting power. In brief, the capital of the Bank cannot be in- 
creased unless the United States as well as the other countries agree 
to it and in accordance with the bill before you, this increase in capital 
could not be effected without special authorization of law. 

I turn now to the Fund for Special Operations to which I referred 
earlier. 

The loans of the Fund are to be made on terms and conditions ap- 
propriate for dealing with special circumstances arising in specific 
countries or with respect to specific projects. It must be recognized 
that some of the Latin American countries from time to time may 
not be in a position to service additional hard loans repayable entirely 
in dollars or other currencies which can be used to finance imports 
of capital equipment. There are also some projects which may be 
important for a general program of economic development in a coun- 
try, which will contribute to an increase in its productive capacity and 
ultimately to its ability to service foreign debt, but which will not 
directly and immediately increase its debt servicing capacity. Some 
countries may find themselves in a difficult foreign exchange situation 
which will reduce, at least temporarily, their ability to repay hard 
loans. 

For these reasons, the Fund for Special Operations is intended to 
make loans which may be made repayable partly or wholly, in the 
currency of the borrowing country. Payment of interest and amorti- 
zation of these loans, to ‘the extent that they are repayable in local 
currencies, will not impose a direct burden on the balance of payments 
of the country in which the loans are made. The Fund is intended 
for this type of extraordinary assistance in development programs, 
but it is to be small in comparison with the ordinary operations of the 
Bank. The initial resources of the Fund for Special Operations are 
to be the equivalent of $150 million, of which the U.S. share will be 
$100 million. Of the U.S. contribution, $50 million is payable in the 
first installment and the rest at a later date, in one or more install- 
ments. Because the United States is providing such a large portion 
of the resources, its affirmative vote will be necessary for a loan from 
these resources, since a two-thirds vote is required. In accepting the 
responsibility of contributing to the Fund for Special Operations, the 
Latin American countries have given an effective demonstration of 
their willingness to help each other in the field of economic develop- 
ment. In the past, loans of this special type have been made only by 
the United States. The precedent of cooperation by other countries in 
this area is one that we consider important. We feel that the Fund 
will be a very useful adjunct to the operations of the Bank to make it 
an instrument fashioned to be of assistance to all Latin American 
countries. 

As I have mentioned previously, one-half of each member’s sub- 
scription to the ordinary capital, and one-half of its quota in the 
Fund are to be paid in gold or dollars and one-half in the national 
currency of the member. The gold and dollar payments in both de- 
partments are “untied” and may be used by borrowers for payments 
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anywhere. The part of the member’s subscription paid in its own 
currency may be used without restriction for payments of goods and 
services produced in its territories. These currencies, therefore, may 
be used to pay for exports of materials needed in connection with 
loans by the bank. National currencies may also be used for pay- 
ments in other countries, unless the member specifically restricts the 
currency to payments in its own territory. Fifty percent of the U.S. 
subscription is considered national currency in this sense, and may 
be used under the same terms as the currencies of the other members. 

The Bank will use its foreign exchange resources ordinarily only 
to finance foreign exchange costs of a loan project. It may, however, 
lend a member country its own local currency paid in on subscription 
to finance local currency costs, and only in special cases the Bank 
may provide foreign exchange to cover a reasonable portion of local 
currency costs, particularly if the result of a project is to increase the 
borrowing country’s needs for foreign exchange. 

It might be useful to indicate to you that there are similarities 
and differences between the Inter-American Development Bank and 
the International Bank. In the Inter-American Bank a larger por- 
tion of its total resources comes from paid-in capital and less from 
borrowed capital than in the International Bank. Moreover, in the 
Inter-American Bank a larger portion of the paid-in capital is in the 
form of gold or dollars, so that it will encounter fewer difficulties in 
utilizing the capital subscriptions of its members than the Inter- 
national Bank has had. 

Like the International Bank, this institution will make ordinary 
loans repayable in the currency lent, but unlike the International 
Bank it has a supplementary Fund for Special Operations, which will 
enable it to aid economic development in all Latin American coun- 
tries. In view of the special circumstances affecting particular coun- 
tries or projects, the loans from the Fund may be made repayable 
partially or wholly in the borrower’s currency. 

The activities and accounts of this Fund, however, may not be 
mingled with the operations of its ordinary department, so that the 
security behind the Bank’s borrowings will not be diluted through 
the less liquid loans of the Fund. 

The organization of the Inter-American Bank in a general way 
is similar to that of the International Bank. The final authority is 
a Board of Governors, meeting annually, with each country appoint- 
ing a governor. Voting in the Board of Governors will be in propor- 
tion to stockholding, except that each country has 135 additional 
“membership” votes. As in the case of the International Bank, this 
provision gives a somewhat larger voice to the smaller countries. 

As in the International Bank, the active operations of the Bank will 
be controlled by a Board of Executive Directors, to which the Gover- 
nors may delegate all but a few reserved powers. The Board of Execu- 
tive Directors will consist of seven members, one appointed by the 
United States, and the six others elected by a rather complex voting 
scheme, which will give representation to both the large and the small 
countries and to the various geographical areas of Latin America. 
Voting in the Executive Board will be proportional to the votes of 
the countries which the directors represent. Except for the United 
States, the Executive Directors and their alternates must be of different 
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nationalities, so that at any one time 12 of the Latin American coun- 
tries will have one of their nationals following the day-by-day opera- 
tions of the Bank. 

The Bank's staff will be headed by a President, who will be elected 
by the Board of Governors. There is also to be an Executive Vice 
President, appointed by the Board of Executive Directors, on the 
President’s recommendation. The Board of Executive Directors is 
to appoint a Vice President in Charge of the Fund for Special Opera- 
tors, and ay appoint additioinal vice presidents. 

The Inter-American Bank will have full juridical personality and 
will be given certain exemptions in matters of legal process and taxa- 
tion so as to perform its functions effectively as an international 
financial institution. ‘The proposed legislation includes a section to 
give effect to these provisions. 

The bill which the committee has under consideration contains five 
basic provisions: 

(1) It empowers the President to accept membership in the Inter- 
American Development Bank for the United States in accordance with 
the agreement. 

(2) It authorizes funds for paying our subscription. 

(3) It makes provision for the marketing of the Bank’s securities 
in the United States. 

(4) The bill provides for giving the Bank the required immunities 
under American law and establishes the procedure for dealing with 
such legal disputes as might arise in courts in the United States. 

(5) Finally, it provides for coordination of the activities of the 
U.S. Governor a Executive Director of the Inter-American Bank 
by the National Advisory Council in the same way as is now provided 
by law for the U.S. representatives on the International Bank and 
the International Monetary Fund. 

The bill authorizes the appropriation of $350 million to the Presi- 
dent to pay for our capital stock in the Bank, and also provides an 
authorization of $100 million without fiscal year limitation for pay- 
ment of the U.S. subscription to the Fund for Special Operations. 
On or after the date on which this Government accepts the agree- 
ment (but no later than September 30, 1960), the United States 
will be required to pay in $30 million to the Bank’s capital for 
ordinary operations and $50 million to the Fund. An additional 
appropriation of $60 million will be required when called by the 
Bank but not before September 30, 1961, to make a second pay- 
ment to the ordinary capital subscription; the third payment will 
not become due before September 30, 1962, when the third pay- 
ment of $60 million to the paid-in capital is due. As I pointed 
out earlier, the Bank will not be able to call the second installment 
of our subscription until 90 percent of the total subscriptions of 
the membership are paid in. Similarly, it will not be able to call 
the third tnatallinent until 90 percent of the second has been paid, 
and it will also not be able to call the second $50 million of our 
payment to the Fund until at least a year after the Bank has begun 
operations. In this way, $80 million will be all that will have to 
be paid to the Inter-American Bank before September 30, 1960. 

he National Advisory Council on International Monetary and 
Financial Problems strongly recommends that the United States 
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romptly accept membership in the Inter-American Development 

ank in accordance with the agreement signed here in Washing- 
ton on April 8. We believe that this Bank will be of great value 
to the countries in this hemisphere in expanding their production 
and developing their economies. We believe that the United States 
should act promptly and show the other American Republics that 
we have their interest in mind and that we are willing and anxious 
to help them to improve their economic life. 

Our relationship with Latin America has always been close, as 
evidenced by our membership in the Organization of American States 
and other regional institutions. We are joined with these countries 
in mutual assistance and defense pacts. We have consistently aided 
each other in times of stress and strain. The establishment of the 
Inter-American Development Bank will serve as a further link in 
these close political and military associations, and will strengthen 
the economic ties which are the essential ingredient of a stable and 
strong and unified Western Hemisphere. 

The CHatrman. At the beginning of the Secretary’s statement I 
made a statement to the committee to the effect that the Secretary had 
a very important engagement, and that he could not remain to answer 
questions but that Secretary Upton would answer the questions for 
him. 

Have you time to answer one question, Mr. Secretary ? 

Secretary ANDERSON. Yes, sir. 

The CuarrmMan. You have proposed an amendment with reference 
to the borrowing of the Bank. I wish you would state the reasons for 
that amendment. 

Secretary Anperson. In the charter of the Bank there is a provision 
which would allow the Bank to make loans or to borrow money, and 
it does not impose any restrictions as to whether or not the Bank might 
borrow money from any particular lending agency or agencies. 

The chairman expressed to me some misgivings about such an open- 
ended capacity. Accordingly, we prepared an amendment which sug- 
gests that the Bank should be able to borrow from other lending agen- 
cies in this country only to the extent that those other lending agencies 
had been authorized by the Congress to make loans to other interna- 
tional institutions, This is the net effect of it. 

It would mean an amendment to H.R. 7072 and would read : 

To make a loan to this Bank, except that loans may be made by a U.S. agency 
created pursuant to an act of Congress which is authorized by law to make loans 
to international organizations. 

The Cuamman. How many institutions are now authorized by law 
to make loans of that character ? 

Secretary Anperson. I am sure the Development Loan Fund is. 
I am under the impression, Mr. Chairman, that the Export-Import 
Bank may also do so. 

The Cuamrman. The Development Loan Fund is in the Mutual Se- 
curity Program administered by the State Department ? 

Secretary ANpersoN. Yes, sir. 

The CuHarrMan. Mr. Secretary, with the agreement we have, you 
may retire and let Mr. Upton take over. 

Secretary Anverson. I should like to say that Mr. Upton sat pa- 
tiently through the negotiations with these Latin American countries. 








in 
in 


th 


up 


th 
th 


in 





eS 


he 
in 
an 


id 


ad 
er 
‘or 


Ice 
‘or 


on 


nd 
rht 


an- 
ig- 
on- 
1es 
na- 


you 


pa 


1eS. 





INTER-AMERICAN DEVELOPMENT BANK ACT 15 


I am sure there would be no question upon which he would not be fully 
advised and responsive to the members of the committee. He is the 
Assistant Secretary of the Treasury and will speak for us and I, of 
course, will be delighted to furnish any and all other information that 
this committee may require. 

The Cuairman. Thank you very much, Mr. Secretary, for your 
excellent statement. 

Secretary Upton, you may take the stand. 

Mr. Kilburn, do you have any questions ¢ 

Mr. Kitpurn. I have no questions. 

The Cuarrman. Mr. Widnall. 

Mr. Wipnat. Secretary Upton, what protection would there be 
against devaluation of the currencies of the various member nations 
in Latin America? That question is called to mind by the headlines 
in the paper today about the Argentine crisis. 

Secretary Urron. Yes, sir. 

Well, there is a maintenance of value clause which protects against 
the devaluation of the currency. This provides that in the case of 
a formal devaluation a change in the par value with the Monetary 
Fund, the country is required to put in additional currency to make 
up for that difference. 

It also provides that in the event of a significant depreciation of 
the currency, existing in the opinion of the Directors of the Bank, 
they may also call upon the country to make up the difference. 

The standard of value is the U.S. dollar, of the weight and fineness 
in effect on January 1, 1959. 

Mr. Wipnatu. The United States would not be called upon for an 
additional contribution as a result of the devaluation of currency ? 

Secretary Urron. No. Any country would stand on its own feet 
with respect to a devaluation of its own currency, and it alone would 
be called upon to make up the difference between that and its orig- 
inal capital value. 

Mr. Wipnatt. In the lending that would take place under this 
new organization, would there be a basic rate of interest or would 
it be comparable to interest rates charged today here in this country ? 

Secretary Upron. Well, I think here we have to consider that 
there are two completely separate operations of the bank, one in the 
ordinary loaning operations, and the other one the operations of the 
Fund for Special Operations. In the normal loaning operations, 
the rate of interest would presumably be geared in very closely. with 
the rates of interest charged by comparable loaning organizations 
both international and American, in order that a difference of in- 
terest would not arise, which by itself would make it desirable for a 
borrower to go to one institution rather than another. 

On the other hand, in the special operations of the Bank, the rate 
of interest would, since in the pnt, operations the loans may be 
repayable in the currency of the borrower, be geared much more 
closely to the rate of interest in the borrowing country. 

Mr. Wipnaty. Our capital contribution would not be repayable 
in kind. It would be sitting there awaiting possibly a dividend on 
the part of the Bank, is that correct ? 

Secretary Urton. Well, our capital contribution to the normal 
operations of the Bank will be used in the regular loaning opera- 
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tions of the Bank and repayable in the currency in which loaned. In 
other words, if ours is loaned in dollars, which it would be, it would 
be repayable in dollars. 

Mr. Wipnatt. So that any takeout, as far as the United States is 
concerned, would be dependent upon a dividend of the Bank, is that 
correct # 

Secretary Urron. Yes, sir; any return would be dependent upon 
the Bank declaring a dividend. 

Mr. Wipna t. Is it permissible to take out that dividend or must it 
remain with the Bank for additional resources ¢ 

Secretary Upton. The charter provides that a dividend may be 
considered by the management if they wish, and so this, I think, will 
be a decision of the management. 

I might say that in the discussions of the committee which led to the 
formation of the Bank, this point came up, and I think that the general 
weight of feeling was that at least for a reasonable period of time it 
should go to build up additional reserves for the Bank. 

Mr. Wiwnat. That isallatthistime. Thank you. 

The Cuarrman. Mr. Brown. 

Mr. Brown. What do our exports to Latin American countries 
annually amount to, in dollars ? 

Secretary Upron. Our exports to Latin America ? 

Mr. Brown. Yes, sir. 

Secretary Urron. I think about $4 billion in 1958. 

Mr. Brown. What about imports to this country from those coun- 
tries ¢ 

Secretary Upron. About $314 billion. 

Mr. Brown. What do the imports mainly consist of ? 

Secretary Urron. Well, our imports are mainly food and raw ma- 
terials—copper from Chile; coffee from the various coffee countries; 
petroleum from Venezuela; iron ore from Venezuela and Brazil; lead 
and zinc from Peru; fruits from the Central American countries. 

Mr. Brown. What do the exports mainly consist of ¢ 

Secretary Urron. They are primarily manufactured goods of all 
types and kinds. ‘Toaconsiderable extent, manufactured goods which 
fall under the head of capital equipment, heavy machinery, transpor- 
tation equipment, earth-moving equipment—things of that sort. 
However, in addition, we export a considerable amount of consumer 
goods of all sorts—radios, for example, pharmaceuticals, drugs— 
things of that nature. 

Mr. Brown. That is all, Mr. Chairman. 

The Cuarrman. Mrs. Dwyer? 

Mrs. Dwyer. No questions, Mr. Chairman. 

The Cuarmman. Mr. Multer. 

Mr. Muwrer. Thank you, Mr. Chairman. 

Mr. Secretary, there are 21 countries including the United States 
which participated in the preparation of this agreement. I assume 
it is anticipated that all of those countries will enact the necessary leg- 
islation to become members of the Inter-American Bank. 

Are all of those countries participants in the World Bank ? 

Secretary Upton. Yes, sir, they all are participants in the World 
Bank. 
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Mr. Mutrer. Are there any Latin American or Central American 
or South American countries that are participants in the World Bank 
but are not participating in this agreement / 

Secretary Upton. All of the Latin countries which are participants 
in the World Bank did participate in the drawing up of this agree- 
ment and we sincerely trust that all of them will have their legislatures 
approve—— 

Mr. Mutter. Do you anticipate any conflict or competition between 
the World Bank and the Inter-American Bank ? 

Secretary Upron. No, I do not. This was a matter of such im- 

ortance that I did prepare a short memorandum on it which I think 
it might be helpful to read in giving the background of this. 

As an institution which will be making sound development loans, the 
Inter-American Development Bank might well consider applications 
from time to time of the type that would also be suitable for consid- 
eration by the International Bank or the Export-Import Bank. How- 
ever, all of the negotiators of the Inter-American Development Bank 
charter agreed that this institution should complement the work of 
existing institutions and that it was not intended to replace or to be 
a substitute for existing sources of capital. The charter says “In 
earrying out its functions the Bank shall cooperate, as far as possible, 
with national and international institutions and with private sources 
supplying investment capital.” Accordingly, we would expect the 
new Bank to cooperate closely with both of the other lending institu- 
tions. We recognize that the operations will need to be coordinated 
with the activities of other lending agencies. 

However, this is not an entirely new problem. We have already 
had considerable experience in coordinating loans and assistance of 
various types provided by international institutions and by agencies 
of the U.S. Government. Within the U.S. Government the National 
Advisory Council was specifically established by the Congress to carry 
out this coordinating activity. 

U.S. representatives on the international financial agencies meet 
with the Council for this purpose. You will have noticed that the 
new Bank is authorized to provide technical assistance to its members, 
particularly in connection with the preparation, financing, and execu- 
tion of development plans and projects. It is anticipated that in this 
way the Bank may assist the member countries in refining and clari- 
fying their development objectives and in presenting loan applica- 
tions which will reflect a thorough examination of all relevant factors. 

Some of these applications may prove attractive to existing institu- 
tions. A number of Latin American delegates expressed the opinion 
during the negotiations that the new Bank might seek the participa- 
tion of other lending institutions in many such projects. 

Now I might just add to this that obviously the coordination of 
existing financial institutions is something that we must give much 
consideration to, and the Congress wisely set up the National Advisory 
Council to carry out this function and all of the financial agencies 
are represented on this National Advisory Council, either formally or 
informally, and that is the way in which this coordination is carried 
out. 

And I feel, myself, that this new institution can and will be effec- 
tively coordinated through the National Advisory Council. 
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I might say that we had our very good friends from the Export- 
Import Bank on the negotiating committee for this institution so that 
we could receive the benefit of their very long experience in Latin 
America. 

Mr. Mutter. Am I right in assuming that the amounts authorized 
to be appropriated by this bill to implement the agreement were not 
considered in our current budget and that the budget will have to be 
increased according|y ? 

Secretary Upron. No, I think at the time when we instituted nego- 
tiations for this Bank, we had hoped that it would come to a conclu- 
sion considerably sooner, and as a result, there was included in the 
budget our requirement for this Bank in the contingency appropria- 
tion. 

Mr. Motrer. Can you give us the amount included in the con- 
tingency ? 

Secretary Upron. Up to $300 million. 

Mr. Mutter. This bill calls for an authorization of a total of $450 
million ? 

Secretary Upron. Yes, sir; but the answer to that is to be found 
in the fact that only a certain amount of that is payable at the present 
time. The rest will be required later. With the completion of this 
bill, we will have to have the authority for the guarantee section, the 
$200 million of callable capital. Subsequently | the first payment of 
the U.S. paid-in subscription will only be due not later than Septem- 
ber 30, 1960, and the subsequent two payments not earlier than 1 year 
and 2 years, respectively, beyond that; in the present budget there was 
just what would have been the estimated needs for the current year. 

Mr. Mutter. So the authorization of the bill calls for the total 
amount of the subscription and when you go to the Appropriations 
Committee you will only ask for what you need in the current year? 

Secretary Upton. Yes, sir. 

Mr. Moutrer. When it comes to delivering the non-interest-bearing 
notes that are required by the agreement, howev er, if and when they 
are delivered, they will have to be included in the debt limit, will they 
not ? 

Secretary Urron. Well, that is an interrelationship between the 
Bank and the Treasury, not only of this country, but of each other 
country, and with respect only to the national currency contribution. 
The background of that is that it was felt that many of those local 
currencies, national currencies, might not be needed at the time, so 
they would be first given to the Bank and subsequently returned 
against a noninterest-bearing certificate. 

But they would be inc luded in the debt limit, yes, sir’. 

Mr. Mutter. To that extent will it not be necessary to ask for an 
increase in the debt limit as currently fixed by statute ? 

Secretary Urron. Well, the amount of this is small. The only por- 
tion of our contribution to which this would be applicable would be— 
and it would only be applicable if not used—would be $75 million in 
total over 3 years in the contribution to the Bank, and $50 million in 
the Fund. 

Now, we would expect that, as a practical matter, the dollars would 
find an “early use. In view of the fact that our contributions are stag- 
gered over a 3-year period, we have no way of calculating to what 
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extent these notes would be given back to us, but I do not think it 
would be a very significant amount. 

Mr. Mutter. Now, to turn for a moment, if I may, to some of the 
technical provisions of the bill, isn’t there a conflict between some pro- 
visions in the bill and the terms of the proposed agreement. For in- 
stance, compare the provisions set forth in section 8, on page 5 of the 
bill, with article XI, section 3. By the agreement doesn’t the United 
States give up its right to sue the Bank and agrees to submit its claims 
to arbitration ? 

Secretary Urron. Your question is whether by this agreement the 
United States does not give up its right as a sovereign country to sue 
the Bank? 

Mr. Mutter. Yes, sir; and to submit, instead of suing, to submit 
its claims, if any, to arbitration. I do not find fault with the prin- 
ciple, but I am just indicating to you that it is my opinion that the 
bill runs counter to the agreement to that effect. 

Secretary Upron. Well, this is the same as the International Bank, 
and we would be happy to submit a memo on this. 

Mr. Mu trer. The language of the proposed bill is the same as 
that 

Secretary Upron. Well, with respect to the juridical personality, 
and the ability to sue and be sued, and the exemptions. 

Mr. Mutter. Well, I think you ought to submit that memorandum 
tous. It may be that this section 8, page 5, is intended to refer to 
persons other than member countries, or sovereign countries. 

Secretary Upron. I think it goes further than that in the charter, 
where article XI reads “actions may be brought against the Bank 
only in a court of competent jurisdiction in the territories of a mem- 
ber in which the Bank has an office.” 

This is section 3 which discusses this. However, we will be very 
happy to submit a detailed memorandum on this. 

(The memorandum referred to above is as follows:) 





TREASURY DEPARTMENT, 
Washington, D.C., June 8, 1959. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: This is with reference to the questions raised by 
Mr. Multer at the hearings on H.R. 7072 which would provide for the participa- 
tion of the United States in the Inter-American Development Bank. These 
questions involved the provisions in the legislation making the agreement effec- 
tive law in the United States and those relating to suits against the Bank. I 
have given these questions further consideration in consultation with legal 
advisers in the Treasury and wish to advise you further on these points as 
follows: 

Mr. Multer has raised two specific legal questions concerning the adequacy of 
the legislation to authorize the United States participation in the Inter-Ameri- 
can Development Bank. I should like to take up first his question concerning 
the reason why it would not be desirable for section 9 of the proposed legislation 
to provide that the entire agreement shall have full force and effect in the 
United States upon acceptance of membership. As proposed, section 9 refers 
only to article IX, section 4(¢c), and article XI, sections 2 through 9. 

It is our opinion that the pending bill would provide all of the domestic legis- 
lation which is necessary to enable the United States to adhere to the agreement 
of the Inter-American Development Bank and to give the agreement full force 
and effect as law in the United States. However, it should be pointed out that 
different types of legislation provisions are necessary to accomplish this pur- 
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pose, depending on the particular provision of the agreement which is to be 
given effect in the United States. Further, in some instances, such as in the 
case of sections 4 and 5 of the bill which relate to the activities of the U.S. 
Governor and Executive Director for the Bank, we have deemed it desirable to 
propose that Congress impose certain legislative standards, thus in a sense 
limiting the force and effect of the agreement as domestic law. These limita- 
tions do not, however, qualify in any way the obligations of the United States 
under the agreement. 

Section 9 of H.R. 7072 specifically gives full force and effect to the provisions 
of the agreement relating to the right of the Bank to contract, acquire, and 
dispose of property and institute legal proceedings. This section also enacts 
into domestic law the rule of noninterference by State and Federal authorities 
in the United States with the assets, official communications, or archives of the 
Bank and provides for the granting of the other immunities set forth in article 
XI of the agreement. 

However, a provision of this type would not accomplish the intended purpose 
of implementing the operation of the agreement domestically with regard to 
certain other provisions of the agreement. For example, the legislation authori- 
izes the President to accept membership, to pay the U.S. subscription, to appoint 
the Governor, Executive Director, and alternates for each, with the advice and 
consent of the Senate. Authority is delegated to the National Advisory Council 
to guide the activities of the U.S. Governor and Executive Director for the Bank, 
except that the bill specifically prohibits certain actions without the approval of 
Congress. Similarly, other provisions of the legislation give the agreement force 
and effect as law in the United States by authorizing the Federal Reserve banks 
to act as depositories for the bank and by amending certain provisions of existing 
law so as to facilitate the sale of securities in the United States by the bank. 
Accordingly, the proposed legislation gives force and effect to all of the provisions 
of the bank agreement which we feel it necessary and desirable to give force and 
effect to at this time. 

Mr. Multer’s second question relates to the adequacy of section 9 of the bill to 
accomplish the purpose of requiring the U.S. Government to submit any of its 
claims against the Bank to arbitration. Section 9 of the bill gives full force and 
effect in the United States to section 3 of article XI of the Bank agreement. This 
provision prohibits judicial proceedings against the Bank by a member regardless 
of the nature of the controversy. It has the effect of requiring a member, in en- 
forcing its rights, to rely upon nonjudicial procedures established in the Bank 
agreement, in bylaws and regulations of the Bank or in contracts of the Bank, 
as the second paragraph of section 3 of article XI expressly provides. In the 
case of controversies as to interpretation of provisions of the agreement, or 
with a country which has ceased to be a member, the procedure is established in 
article XIII of the agreement, and it is believed that this provision is, in effect, 
incorporated by reference; i.e., given full force and effect in the United States, 
by the terms of article XI, section 3, which itself is given full force and effect by 
section 9 of the bill. 

It should be noted that the arbitration procedure in article XIII is applicable 
only in the event of a controversy with a country ceasing to be a member or upon 
termination of the Bank. It does not touch upon the internal judicial or admin- 
istrative system of a member country and, therefore, does not need to be applied 
in the internal legal system in the same sense as, for example, the provisions 
concerning the property of the Bank. The prohibition against suits by members 
which is given full force and effect by the bill is, we believe, all that is necessary 
to deal with the question insofar as the internal laws are concerned. Accord- 
ingly, we believe that section 9 of the legislation conforms to the requirements of 
the agreement and that it fully waives the right of the United States to sue the 
Bank. 

Section 8 of the legislation, which provides a court of jurisdiction in the United 
States for suits against the Bank, is not inconsistent with the provisions of sec- 
tion 3 of article XI of the agreement, which prohibits actions against the Bank 
by member countries. Under the agreement, the Bank may be sued by persons 
other than member countries. It is possible that such other persons might have 
a claim against the Bank. To mention one such possibility, the Bank might have 
a liability to private persons in the United States on bonds which it had issued, 
and the agreement does not prohibit a suit against the Bank by any such private 
individual. Thus, in order fully to provide for the implementation of the agree- 
ment in the United States, it is necessary to provide for a court of jurisdiction 
for any such actions against the Bank. 
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I hope that the foregoing answers the questions of the committee. If we may 

be of further assistance, please do not hesitate to call upon us. 
Sincerely, 
T. GRAYDON Upton, Assistant Secretary. 

Mr. Mutrer. I think it would be helpful. Now turn to section 9 
of the bill. There it says that the provisions of article X section 4(c) 
and so forth, shall have full force and effect in the United States 
upon acceptance of membership. 

Why isn’t the provision that the entire agreement shall have in 
full force and effect? Why pick out two articles instead of the 
entire agreement ? 

Secretary Upron. I think this again parallels the Bretton Woods 
Act insofar as it refers to the privileges and immunity. 

Mr. Mutrer. Assuming that may be so, is it right? Should we 
only take part of the agreement, instead of the whole agreement? 
For instance, in article XILI, is the provision for arbitration? Isn’t 
that also to be made effective as a part of the law of the United States 
so far as this agreement is concerned ¢ 

Secretary Urron. I understand, Mr. Multer, that these particular 
sections referred to are made a part of the law of the United States, 
and the rest of the agreement is accepted by the United States as a 
part of its contract and agreement with the Bank. 

Mr. Moutrer. But must we not specifically by statute provide for 
arbitration? A sovereign state cannot be compelled to arbitrate any 
dispute unless you have legislation authorizing it. If you exclude 
article XIII of the agreement from section 9 of the bill I think you 
are excluding the right of the United States to arbitrate. 

Secretary Upron. Once again, perhaps the best thing for us to do 
is to submit a memorandum on this. The World Bank does have, 
you understand, a very similar clause, and in the charter it states that 
member countries shall have recourse to such special procedures, to 
settle controversies between the Bank and its members as may be 

rescribed in this agreement, in the bylaws and regulations of the 

ank and the contracts entered into with the Bank. Why don’t we 
submit a special memorandum on this and then that can be followed 
up with further questioning ¢ 

Mr. Munrer. You get my point. 

Secretary Uprron. Yes. 

Mr. Murer. I am not objecting to the provisions of the agreement. 
I think they are good. I am in favor of the principles and the items 
set forth. The question I raise is one of law. No matter how we 
may have treated the matter as to the World Bank, should we not 
specifically cover this situation in this bill, even though we may not 
have done so before ! 

Secretary Urron. All right. 

Mr. Murer. Thank you. 

That is all, Mr. Chairman. 

The Cuamman. Mr. Halpern? 

Mr. Haurern. No questions. 

The CHarrman. Mr. Reuss? 

Mr. Reuss. I would like to express my appreciation to you on the 
fine job of negotiation in which you participated. I think that it has 
resulted in a splendid piece of legislation. 

41729594 
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I hope it will be reported out without substantial amendment and 
passed. The strongest criticism I can offer is that it should have been 
presented 3 or 4 years ago. Better late than never, however, and I am 
very grateful that we can act upon it now. 

The establishment of the Bank will give us a chance to show good 
neighborliness to many of our Latin American neighbors who have 
succeeded in establishing democratic governments after some years of 
darker administrations—I am thinking of Venezuela, Colombia, the 
Argentine, Peru. It is particularly in order for us to show our good 
will in this tangible way. The only way we are going to preserve 
democracy is through economic assistance, and this is certainly a good 
way of making that assistance available. 

I do not ask for any comment on my views. I just want you to 
know that I appreciate what you have done, Mr. Secretary. 

Now, a question on the budget matter that my colleague, Congress- 
man Multer, raised: I, perhaps, am a little sensitive to the charge of 
being a budget buster, and since I hope to be able to vote for this, I 
would like to explore precisely the budgetary impact. 


I note in Secretary Anderson’s statement that this is going to take | 


some 80 millions of dollars in the fiscal 1960 budget. 

You said that this was all included in a $300 million contingency 
request, but I do not find the item in the budget. I find $200 million 
for odds and ends of foreign aid. 

Secretary Upton. Well, this was in the 1959 budget. Now in other 
words, when we started negotiating this Bank, we did not know exactly 
when we would finish it, although we hoped to finish soon. 

Mr. Reuss. But, in fact, Mr. Secretary, its impact will not be felt 


in the 1959 budget, which has only about 21 days longer to go, but in | 


the 1960 budget; is that not so? 

Secretary Urron. Well, that is correct. May I read a short memo 
on this which may help clarify it ? 

The first installment of the paid-in capital subscription of each 
member becomes payable on or after that country accepts member- 
ship, but no later than September 30, 1960. The agreement estab- 
lishing the Bank remains open for acceptance until December 31, 
1959. 


If countries having 85 percent of the capital of the Bank have | 


accepted the agreement by that date, it is anticipated that the first 
meeting of the Board of Governors will be called in the early months 
of 1960. With guidance from the Board of Governors the organiza- 


tion of the Bank could then get underway, the staff could be recruited, | 


quarters established, and so forth. 


It appears unlikely that the Bank will be able to start its lending | 


operations for some months thereafter. We are requesting a no-year 
appropriation in order to be certain that the United States may pay 
its first installment as soon as the Bank can make use of that money. 
We do not want any delay on the part of the United States to hold the 
Bank back in any way, but for the reasons I have outlined, we do not 
expect that payments will be required in fiscal year 1960, that is, prior 
to July of 1960. 

Now, the only exception to that is that we must pay in one-tenth of 
1 percent of our total subscription, or $450,000, when we deposit our 
instrument of acceptance of membership, and the no-year appropri- 
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ation requested will, if granted by the Congress, permit the United 
States to make this relatively small payment which is earmarked for 
organizing expenses of the Bank. In short, we do not know exactly 
when this Bank will get underway. 

Mr. Reuss. I have a little difficulty, Mr. Secretary, reconciling your 
avid haste to pay money into the International Monetary Fund by 
July 1, 1959—a proposal which I supported—with your, shall I say, 
lack of sense of urgency about getting this money into the Inter- 
American Fund. I note on page 10 of the Secretary’s report that our 
contribution will have to be paid into the Bank before September 30, 
1960. Well, I should think it might well have to be paid before 
July 1960. It seems realistic, therefore, to envisage an $80 million 
impact on the 1960 budget. While this would result in a budget 
deficit, I scarcely think the world would come to an end as a result; I 
think in the interest of tidy arithmetic, however, we ought to face 
up to the possibility. 

Secretary Urron. Well, I think there are different situations with 
the World Bank and the Fund. 

You had organizations which were already in existence and going, 
and where this had already been voted by the governors and so there 
was a read need for the United States to take leadership. 

In this case, we think we show our leadership by the immediate ac- 
ceptance of the responsibilities of the Bank, but we do not know 
when the other countries will join, and we also do not know when 
the first governors meeting of the Bank will be held and how quick- 
ly it will get into operation thereafter. 

Now, we certainly wish to be prepared to put this money in as 
soon as it is needed, but in view of the fact that a date was expressed 
of September 1960, why, we felt it was appropriate to ask for a no- 
year appropriation. 

Mr. Reuss. However, if our Latin American neighbors should feel 
that the sooner economic development got started, the better, it might 
be very embarrassing for us, might it not, to have to stall on what 
certainly seems to me to be a legitimate request on their part ? 

Secretary Upron. Well, we certainly want to have this money 
available as soon as it is needed, but our point is we just cannot judge 
that at this time. 

Mr. Reuss. Well, I would just want you to know that. Having gone 
along with you on getting it in under the deadline for the Monetary 
Fund, I honestly cannot see any difference in principles between that 
and this, and I am announcing to you that I am ready to be acceler- 
ated, whatever the impact on the budget may be, or whenever you ask 
me to accelerate it. 

Thank you, Mr. Chairman. 

The Cuatrman. Mr. Ashley. 

Mr. Asuury. Mr. Secretary, the same general purposes, as well 
as the same structure, apply to this Bank as the International Bank, 
isn’t that pretty much true? 

Secretary Upton. Well, in certain respects. 

We have tried, in the formation of this Bank, to follow quite close- 
ly some of the purposes and the structure of the International Bank, 
but, on the other hand, there are also certain netable differences. 
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I think that possibly the most important of those is that this or- 
ganization includes a Fund for Special Operations, in which loans 
may be repaid in the currency of the borrower. 

Mr. Asuitey. Would that be equivalent in any respect to the Mone- 
tary Fund? 

Secretary Upron. No, the Monetary Fund operates in a different 
field. The Monetary Fund operates exclusively in the field, you 
might say, of temporary financial assistance, particularly balance-of- 
payments assistance. 

The International Bank and this institution will operate primarily 
in the field of project loaning. 

Mr. Asuiry. There is nothing equivalent here, then, to the Mone- 
tary Fund? 

Secretary Upton. No, there is no parallel here with the Monetary 
Fund. 

Mr. Asutry. Do you think the establishment and operation of this 
Bank will appreciably cut down on the participation of the member 
countries in the International Bank operations, or in the activity of 
the Export-Import Bank ? 

Secretary Urron. I think that I should say that the whole discus- 
sion and background of this institution was that it is destined to 
increase the overall funds available for the development of Latin 
America. We see it not only in the regular banking operations, but 
also in this special operations fund. 

Now, it is true that any institution does have to consider balance 
of pay ments problems of the borrower. But it is certainly our sin- 
cere hope and expectation that this will act to increase the overall 
funds available for the development of Latin America. 

Mr. Asuiey. How was the billien arrived at, Mr. Secretary ? 

Secretary Urron. Well, we started out with a somewhat lower fig- 
ure in our negotiations, and subsequently there was a great desire on 
the part of our Latin friends to have it raised. I think the oppor- 
tunity of getting a round billion dollars had a certain desirable psy- 
chological factor in it so it was raised from $850 million to a billion 
dollars. 

Mr. Asuury. As far as the lending operations are concerned, there 
will be available, if all goes according to the schedule contained in 
your report, $80 million “by 1960. That is $80 million, I take it, of 
the $450 million that will be paid in, is that right? Or of the $400 
million paid in ? 

Secretary Upron. Just on the dollar figures alone, including the 
Latin American countries and the United States, there would be $55 
million in total on the first installment of the Bank. 

Mr. Asniey. That is total, is it? 

Secretary Urron. That is total of United States and Latin America 
in the ordinary operations, and there would be an additional $62.5 
million in gold and dollar contributions to the Fund. 

So the first amount available would be approximately $118 million 
in gold and dollars. 

Mr. Asutey. Suppose there is a pretty good sized project ; can some 
of the money be taken from the Bank and some from the Fund to 
finance that project ? 
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Secretary Upton. Well, I think it might be helpful at this point if 
I read a short memorandum on the operations of the Fund, because 
I think this will give the relationship between the two of them. 

Mr. Asuiey. All right. 

Secretary Uprron. Now, I am speaking about the resources of the 
Fund for Special Operations. 

As in the case of the ordinary operations of the Bank, the charter 
leaves a great deal of flexibility to the management. The charter says 
that the Fund for Special Operations is established for the making of 
loans on terms and conditions appropriate for dealing with special 
circumstances arising in specific countries or with respect to specific 
projects. 

This phraseology was meant to indicate, first, that special loans 
could be made in countries having difficulty servicing an ordinary 
loan, even though it should be for a highly productive project. A 
hypothetical example might be an access road which would link a 
rich agricultural area with an inland city offering a good market for 
the produce of that area. 

Even though such a project might save some foreign exchange, the 
Bank might judge that the overall foreign exchange position ‘of the 
country might justify special loan terms, “that is repayment in whole 
or in part in the national currency of the borrowing country. 

The reference to special circumstances indicates that the Bank may 
use the Fund for Special Operations for loans to countries which do 
not have difficult balance-of-payment problems, if the specific project 
to be financed is one that will not add to the borrowing country’s 
ability to service the loan sufficiently to cover such service payments 
over the period of the loan. 

A hypothetical example might be the establishment of industrial 
training centers, improvements in water supply, or sanitation in 
small rural municipalities. 

We believe it is not possible to indicate in advance a particular type 
of loan and say such a loan would in all circumstances be regarded 
as a special loan, or such a loan would in all circumstances be regarded 
as an ordinary loan, 

The special loan facilities will offer the management a degree of 
flexibility in dealing with the development problems of the member 
countries under changing conditions and circumstances. 

You see what you have here is this: You have a Fund which can 
be loaned and repayable in local currencies. ‘This is very much like 
many of the DLF loans. On the other hand, you have a regular 
banking operation. Now it is conceivable that "there will be certain 
undertakings of which part could be handled under the regular bank- 
ing operation and part under the special fund. It is hard to define 
those, but the charter is fairly broad. 

Mr. Asuiry. The same basic purpose applies to both the Fund and 
the regular Bank operation ? 

Secretary Upron. Insofar as they are both in the interest of basic 
economic development. I think the chief distinction is that in the 
normal banking operation loans will be made on normal interest and 
normal terms and will be repayable in the currency loaned, quite pos- 
sibly dollars. 
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Loans from the Fund for Special Operations may be made under 
special circumstances which will permit them to be repaid in local 
currency. 

Mr. Asnuiry. Now, in addition at the $55 million that would be 
immediately available, in paid-in capital, there would be the funds 
derived from the sale of securities, would there not ? 

Secretary Urron. That is correct. The guaranteed capital will 
become effective immediately for this country, and for each country, 
upon its formally joining the Bank. 

Mr. Asutiey. But for purposes of lending—I am just trying to 
determine how much would be available the first year or so. - It does 
not seem to me that very much will be available. There are 20 coun- 
tries and you have $55 million paid in. That is a drop in the bucket. 

Secretary Urron. W ell, actually this particular decision was to no 
small extent a decision of the Latin American countries themselves. 
After the total capital was arrived at, the question arose as to whether 
it would not be appropriate to have this paid in over a period of time. 
We had suggested that it might be helpful to have a somewhat higher 
percentage in the first payment, but at that time the Latin countries 
felt that, given their experience with other banking institutions, it 
would take some little time for the banks to get organized and to 
actually get the money out. Therefore, the first payment was delib- 
erately, and with the judgment of all, set at a lower figure than the 
subsequent payments. 

Now, as you point out, the guarantee fund will be available. We 
do not know how long it will take to establish the reputation of the 
Bank and the management, but we would think that it could certainly 
take advantage of the fact that this type of security is now known 
in the U.S. markets, so that presumably the management would take 
early steps to investigate the whole question of issuing securities 
under the guarantee provision. 

Mr. ASHLEY. Thank you very much, Mr. Secretary. 

The Cuarrman. Mr. Healy. 

Mr. Hearty. No questions. 

The Cuarrman. Mr. Upton, what are our exports to the South 
American countries, as compared with our exports to Canada and 
to Western Europe? 

Are not our exports to South America greater than to any other 
section of the world? Are they not greater than they are to Canada 
and to Western Europe? 

Secretary Urron. In the year 1957, Mr. Chairman, total exports of 

ods to all areas was about $19.3 billion, and Western E Lurope was 
about $5.9 billion; Latin America, $4.6 billion, and Canada $4 billion. 
So, I would say that Latin America comes next to Western Europe 
but slightly ahead of Canada. 

The CHAmrMan. What is the source of those figures ? 

Secretary Urron. These are Department of Commerce figures. 

The Cuamman. For what year? 

Secretary Upron. 1957. 

The CHAIRMAN. Hasn’t there been a change in the relative exports 
to the various areas since that time ? 

Secretary Upton. Well, I think that the figures have favored Latin 
America somewhat more with regard to the size of exports in 1958; 
yes, sir. 
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The Cuarrman. The exports to Latin America have grown propor- 
tionately greater than the exports to the other areas? 

Secretary Upron. Yes, sir. 

The CHairMAN. Doesn’t this have a psychological effect on our 
Latin American neighbors? Isn’t it a recognition of the interest of 
our Government in the welfare of those people and in the economic 
growth and development of those countries? 

Secretary Upton. Yes, sir. 

Mr. Chairman, I think it is a very important recognition, not only 
of the growing needs for economic development of Latin America, 
which we have certainly become more and more aware of, but I think it 
is a recognition of the effectiveness of an instrument in which the 
Latin American countries join us closely, not only in the contributions 
to it, but also in the management of it. In my opinion this represents 
a very important step forward in our economic, financial, and diplo- 
matic relationship with the Latin American countries. 

The Cuarrman. Don’t you think that a joint undertaking in which 
all have an interest in the organization will stimulate their feeling of 
obligation, and will help secure the repayment of the obligations? 
In other words, don’t you think that the fact that they are borrowing, 
in a sense, from themselves, and from their neighbors, will have a 
psychological effect on those people with reference to the repayment 
of their obligations? 

Secretary Upron. I thoroughly agree with you, Mr. Chairman. It 
seems to me that one of the most important facets of this operation is 
that our Latin American friends in this institution, not only appear as 
customers, but also as bankers, they not only appear as lenders, but 
also as borrowers. They must accept the responsibility of bankers 
as well as customers, and I am sure will accept it. 

The CuarrMan. It seems to me that that undeveloped area, the 
riches of which we have no accurate knowledge, is the best field for 
the stimulation of our exports. Will it not also help Western Hem- 
ispheric solidarity, which will mean so much to us in the future? 

Secretary Urron. I think it will be of tremendous help in the de- 
velopment of Western Hemisphere solidarity. I think also our indus- 
trial history shows that as a nation develops more industrially, there 
is a continuing and growing demand for imports. Therefore, as the 
standard of living rises in the Latin American countries, and as they 
industrialize further, we can expect a further demand for imports from 
the United States. 

The CHarrmMan. How much interest have these Latin American 
nations demonstrated in this organization? Have they not been 
much interested in such an organization for years? 

Secretary Upron. They have been tremendously interested Mr. 
Chairman. The first effort to form an inter-American Bank was 
made, I believe, in 1889. Over a period of almost 70 years, and 
throughout some seven or eight international conferences, the proj- 
ect of this Bank came up in one form or another and was discussed. 
In certain instances attempts were made to draft a charter. 

In a specech which was given at the closing ceremonies, one of the 
Latin American delegates said that, if the desire for an institution 
was an indication of its value, why, the Inter-American Development 
genk could be considered as a most valuable institution in Latin 

merica. 
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There was a most tremendous interest in this. After negotiations 
were completed, I went to Buenos Aires for a meeting of the so- 
called Committee of Twenty-One at which a number of resolutions 
were presented with respect to this bank. 

Subsequently I spent a few days in Chile, and in Colombia, and 
everywhere I found great enthusiasm and interest for this. Oc- 
casionally in my spare time I read some Latin American publications, 
and they have been most constructive in their feeling, and I think all 
of them welcome very strongly the formation of this institution as a 
new and constructive step in the whole relationship between the United 
States and Latin America. 

The Cuamman. In recent years there has been an effort, by the com- 
munistic countries, to infiltrate South America, isn’t that true? 

Secretary Urron. This is a problem which is no doubt continuously 
existing. 

Mr. Wipnat. Mr. Chairman, I have a couple of questions. 

Mr. Upton, I would just like to further clarify our own participa- 
tion: As I understand, under the terms of the agreement, we would 
have to pay in one-tenth of 1 percent of our contribution by December 
31 of this year, is that correct 

Secretary Urron. Actually, upon acceptance of membership. 

Mr. Wipnati. That would be how much ? 

Secretary Upron. $450,000. 

Mr. WiIDNALL. $450,000 ¢ 

Secretary Upron. Yes, sir. 

Mr. Wipnatu. And if 85 percent of the countries have not partici- 
pated, then that is refunded ? 

Secretary Upron. That is correct. 

Mr. Wipnatu. After that participation has taken place, and as I 
understand, actually there would have to be a greater participation 
than our participation, in toto ¢ 

Secretary Uprron. Yes, sir. 

Mr. Wipnatu. There would be about $500,000 to our $450,000 # 

Secretary Urron. Yes, sir. 

Mr. Wipnatit. When would the Bank then actually start to funce- 
tion? After the payment of how much, the following year? 

Secretary Upron. Well, the date of functioning is not dependent 
on the payment of a certain amount. Of course, obviously, the Bank 
cannot function without the money. But the bank comes into effect 
on the agreement of members representing 85 percent of subscrip- 
tions not later than December 31. Subsequently, it has to have its 
organizing sessions, it has to elect its officers, it has to select its staff, 
and then receive and examine applications for loans. 

Now, since the obligation of the countries is to pay the one-tenth 
of 1 percent during the organization period, the actual date when it 
would start operating will depend upon how quickly the Bank, you 
might say, can get organized after December 31 of this year. 

Mr. Wipnatt. Well, then, the first actual payment has to be made 
by September 20 of 1960, is that correct ? 

Secretary Upton. Not later than September 30, 1960. 

Mr. Wiwnatt. Is there any similar clause to that initial clause, that 
if a certain percentage is not paid in by September 30, the Bank can 
not function? Or could it conceivably function with just the U.S. 
contribution ? 
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Secretary Urron. I think I can answer that in two ways: First, each 
country, in accepting membership, must indicate that it has the proper 
authority to go ahead and fulfill its obligations. 

Now, as was indicated in the Secretary’s comments, there is a pro- 
vision with respect to the second payment, that the second payment 
does not have to be made unless 90 percent of all of the payments 
under the first have been made. But this does not apply to the first 
payment, 

Mr. Wipnaty. Then it could conceivably happen that we could 
make our full payment and nobody else make their payment, and the 
Bank would then be functioning. The point of my aie is this: 

We have a 40 percent voting right within the Bank? 

Secretary Upron. That is correct. 

Mr. Wipnatu. If we were the only ones to contribute during that 
initial period, would the others still have a 60 percent voting right as 
against, our 40 percent, despite the fact we have made all of the capital 
contributions / 

Secretary Upron. Technically speaking, you are correct. On the 
other hand, we could withdraw from membership because any coun- 
try has the right to withdraw from membership at any time, and its 
obligations to the Bank are fixed at the time they withdraw from 
membership. 

Mr. Wipnatt. That is the answer I would like to have. 

You can withdraw at any time? 

Secretary Upron. Yes, sir. 

Mr. Wiwwnatt. There is no period of notice? 

Secretary Upton. Well, just a moment, I think I have a provision 
here. 

The paragraph on “Right to Withdraw,” reads: 

Any member may withdraw from the Bank by delivering to the Bank at its 
principal office written notice of its intention to do so. Such withdrawal shall 
become finally effective on the date specified in the notice, but in no event less 
than six months after notice is delivered to the Bank. However, at any time 
before the withdrawal becomes finally effective, the member may notify the 
Bank in writing of the cancellation of its notice of intention to withdraw. After 
withdrawing, a member shall remain liable for all direct and contingent obli- 
gations to the Bank to which it was subject at the date of delivery of the 
withdrawal notice, including those specified in section 3 of this article. 

Mr. Wipnati. In other words, you would not have any right to 
withdraw your capital contribution ? 

Secretary Upron. Well, yes; you can. Now, in other words, when 
you deliver a notice to withdraw, and your obligations to the Bank 
are fixed at that time and subsequently, if the United States, theoreti- 
cally, should withdraw and have made the only capital contribution. 
why, the Bank in due course would then become nonexistent and the 
United States would withdraw its capital, 

Mr. Wipnatu. Did you explore, in that particular phase of the be- 
ginning of the Bank, having an effective date again, like the €rst 
December 31 date, where the Bank would not start to function until 
85 percent of the capital contribution had been made? Was that 
explored at that time ? 

Secretary Urron. No, sir; I do not believe it was. This protective 
clause for all of the countries was incorporated in the second and third 
installment but not in the first. 

41729—59—_5 
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Mr. Wipnau. The reason I have particular interest in this is, as I 
read the charter of the Bank, it says that the members may make 
their contributions by installments, in each case. Doesn’t that mean 
that they can then postpone their contribution by way of installment 
payments? I am talking about the initial contribution now. 

Secretary Upton. No, I think the initial contribution has to be paid 
by all countries by September 30, 1960, and the only exception to 
that can be by a vote of the Governors. In this particular vote, the 
majority is such that we would have a controlling vote in it. 

Mr. Wipnatt. What happens to a member country that does not pay 
its contribution by September 30, 1960? 

Secretary Urron. Well, the Governors of the Bank have the right 
to suspend at any time a member country which has not fulfilled its 
obligations to the Bank; if it were deemed that a specific country or 
countries had not fulfilled their obligations to the Bank, it is within 
the jurisdiction of the Board of Governors to suspend them from 
membership, which, of course, would suspend them from any priv- 
ileges of the Bank. 

Mr. Wipnatt. That is all. Thank you. 

The Cuamman. You may stand aside, Mr. Secretary. We are very 
glad to have had your testimony on the subject. 

Secretary Urron. Thank you, Mr. Chairman. 

The CuarrmMan. We will call Mr. Lynn U. Stambaugh, First Vice 
President, Export-Import Bank. 

Mr. Stambaugh, you may proceed. 

Mr. Stampavuen. Mr. Chairman, may I read a prepared statement? 

The CHatrman. You may read your prepared statement without 
interruption and then subject yourself to interrogation. 


STATEMENT OF LYNN U. STAMBAUGH, FIRST VICE PRESIDENT, 
EXPORT-IMPORT BANK OF WASHINGTON 


Mr. Stampavuenu. Mr. Chairman, the bill before the committee pro- 
oses that the United States accept membership in the Inter-Amer- 
ican Development Bank. Approval of the measure would commit the 
United States to provide 41 percent of the capital required to initiate 
the Bank, and to assume a corresponding share in the responsibility 
for its policies and management. 

It is generally agreed that the Latin American Republics as a group 
are in need of capital in amounts greater than can be supplied merely 
by their internal savings. 

But there are marked differences between the 20 Republics in many 
respects. One of these is a significant variation in the domestic rela- 
tionship between savings and the need for capital, so that it is possible 
for some of the Latin American Republics to make a real contribu- 
tion to the financing of an Inter-American Development Bank. 

The proposed regional Bank is a means whereby the Latin Amer- 
ican countries may help themselves in various degrees. Some, as I 
have indicated, may make a real contribution in dollars and other 
convertible currencies. All may contribute their own currencies and 
so may assist in financing the development of those economic overhead 
projects which involve a large proportion of local expenditures. Ex- 
amples might include many highways, harbor improvements, water- 
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works, and other municipal services and educational and hospital fa- 
cilities. 

Projects of this nature have received financial assistance on numer- 
ous occasions from the Export-Import Bank or the International 
Bank for Reconstruction and Development. Both of these institu- 
tions, however, have been reluctant to provide as much financing for 
such projects as the Latin American Republics have desired. 

There are a number of reasons for this reluctance, of which a pri- 
mary one has been unwillingness to lend dollars or other foreign cur- 
rencies in large amounts to meet domestic costs. The Inter-Amer- 
ican Development Bank will have substantial holdings of the cur- 
rencies of its member countries. Establishment of the Inter-Amer- 
ican Development Bank thus might provide a source of financing for 
development projects which involve a large segment of domestic ex- 
penditures, and that bank might finance entire projects of such a na- 
ture or might join with existing institutions which would cover the 
foreign exchange component of such a project. 

Additional advantages also may be anticipated from establishment 
of an Inter-American Development Bank. Opportunities exist for it 
to loan dollars or other convertible currencies for various types of 

rojects to the extent that some of the Latin American Republics 
ive not utilized as many international loans as thier financial cireum- 
stances would permit. 

Moreover, it is proposed that this regional Bank provide technical 
assistance to its member countries in formulating development. pro- 
grams, in analyzing investment opportunities, and in so preparing 
proposals as to make more effective use of their capacity to obtain 
capital from private as well as public sources. 

Furthermore, the operation of the proposed Bank may furnish 
new opportunities for cooperative handling of some of the problems 
of the hemisphere. Not only would it provide a financial forum for 
discussion of a number of regional matters, but it also might intro- 
duce into such discussions an increased understanding of a creditor's 
attitude toward regional problems. This might result from the 
assumption by Latin American members of the responsibilities which 
will be incident to the authorization of loans by the new Bank. 

The Export-Import Bank for the last two decades has worked 
closely with the central banks and development corporations of Latin 
America. This experience, which has been a mutually pleasant and 
rewarding one, may foreshadow the future relationship between the 
Export-Import Bank and the Inter-American Development Bank. 

The Export-Import Bank, as you know, has made loans in each one 
of the 20 Latin American Republics. During the last quarter cen- 
tury the Bank has loaned a total of $3,700 million in Latin America, 
asum larger than that received by any other area of the world. That 
this activity may be expected to continue is evidenced by the fact 
that the Congress in 1958 increased the lending authority of the Bank 
and that today the uncommitted portion of that authority exceeds $2 
billion. 

Neither the U.S. administration nor any of the Latin American 
countries contemplate that the operations of the proposed Inter- 
American Development Bank will supplant the operations of the 
Export-Import Bank in Latin America. 
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The long experience of the Export-Import Bank in that area, its 
close relationship with U.S. exporters and U.S. investors, and its 
record of cooperation with many major development projects in most 
of the countries of the area, give assurance that its activities will con- 
tinue and, we trust, expand. We are not losing sight of the fact that 
for some of the countries of Latin America the ability of the borrower 
to service the foreign debt must always be kept in mind, regardless of 
the source of the foreign loan. 

This means that the activities of the new Inter-American Develop- 
ment Bank should be very carefully coordinated with the activities 
of the Export-Import Bank and other existing lending institutions. 

Mr. Chairman, it has been a pleasure to appear before this subcom- 
mittee to express the views which the Directors of the Export-Import 
Bank hold regarding the proposed Inter-American Development 
Bank and membership therein by the United States. 

The Cnatrman. If functions of the Export-Import Bank are co- 
ordinated with those of the Inter-American Bank, it seems to me it 
will work for the benefit of both ? 

Mr. StrampaucGu. I agree with you, Mr. Chairman. 

The CuatrMan. The development of South America would make 
more secure your loans, and the development would, it seems to me, 
immensely help your future activities. 

Mr. Srampavuen. Yes, sir; I agree with you, Mr. Chairman. 

The CHatrman. So there is no controversy between these two in- 
itutions, is there? 

Mr. StampauGu. No; none that can be foreseen. 

The Cuarrman. Mr. Halpern, do you have any questions? 

Mr. Hauprern. Mr. Chairman, I would like to commend Mr. Stam- 
baugh on his statement. I believe he has contributed greatly to the 
understanding on this subject. His comments and opinions have 
been informative tome. It has been most enlightening. 

I have no particular question. 

Mr. StampaueuH. Thank you, Mr. Halpern. 

The Cuarrman. Mr. Healy ? 

Mr. Hearty. No questions, Mr. Chairman. 

The CHarrman. We thank you very much for your statement Mr. 
Stambaugh. 

I do not suppose anyone has more intimate knowledge of the needs 
of Latin America than the members of the Export-Import Bank. 

Mr. Stampaueu. Unless it might be you, Mr. Chairman. 

The Cuatman. I am afraid I do not have too great a knowl- 
edge on the subject, although I did take a very nice trip once and 
saw all the capitals, which was very informative. 

We thank you very much for coming here to give us the benefit of 
your views. 

Mr. StrampBaucu. Thank you, Mr. Chairman. 

The Cuatmman. The committee will adjourn to meet tomorrow at 
10 o’clock. 

(At 11:50 a.m. the committee adjourned to 10 a.m., June 4, 1959.) 
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THURSDAY, JUNE 4, 1959 


Houser or REPRESENTATIVES, 
CoMMITTEBE ON BANKING AND CURRENCY, 
SuBcoMMITTEE No. 1, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a.m., Hon, 
Brent Spence (chairman) presiding. 

Present: Representative Brent Spence, Paul Brown, Abraham J. 
Multer, James C. Healey, and William B. Widnall. 

The Cuarmman. The committee will be in order. We will resume 
hearings on H.R. 7072. We are honored this morning by having 
the Acting Secretary of State, Mr. C. Douglas Dillon as our first 
witness. 

Mr. Dillon, it will be a pleasure to hear your views on the subject 
and you may proceed as you desire. If you have a written statement 
you may read it before subjecting yourself to interrogation. 

Secretary Dimton. Thank you, Mr. Chairman. I do have a short 
statement which I would like to read at this time. 

The CHarrmMan. You may proceed. 


STATEMENT OF HON. C. DOUGLAS DILLON, ACTING SECRETARY OF 
STATE 


Secretary Ditton. I am pleased to appear before this committee 
in support of U.S. participation in the Inter-American Bank. 

Secretary Anderson has given you a very comprehensive picture 
of the Bank’s proposed operations, as well as details of its charter. 
I shall direct my remarks to the important contributions which the 
new institution can make to the economic growth of the Western 
Hemisphere and to our relations with the peoples and governments of 
Latin America. 

We are all sympathetically aware of the intense desire for higher 
standards of living in the underdeveloped areas of the world, whose 
governments are under relentless pressure from their peoples to pro- 
mote economic development. These demands for material progress 
are no less strong in the long-independent nations of Latin America 
than they are in the newly independent countries of Asia and Africa. 
And, in Latin America, as in other less developed areas, we have a 
national interest in seeing this urgently desired growth achieved in 
an environment of freedom. 

While it is true that Latin America possesses in varying degrees 
the human and material resources essential to development, no single 
country has them in sufficient degree to realize its potential for growth 


83 








34 INTER-AMERICAN DEVELOPMENT BANK ACT 


without outside help. Both external capital and technical assistance 
are needed if our sister Republics to the south are to make genuine 
progress toward establishing viable economies under stable, free 
institutions. 

The Inter-American Bank should provide great impetus in helping 
them to make that progress. For the Bank is uniquely tailored to 
meet the needs of Latin America. It is different from any other 
institution in which this country now participates. 

Perhaps the Bank’s most striking feature is that it is more than a 
financing institution. It is truly a development institution. For it 
will provide technical assistance to participating countries to insure 
that proposed projects are properly engineered and designed in rela- 
tion to the overall development needs of the country concerned. 

In this connection, I think it important to recall that the Inter- 
American Development Bank represents the culmination and fulfill- 
ment of desires expressed by the countries of Latin America for more 
than 60 years. 

The other American Republics have long felt that an inter-Ameri- 
can institution was required if Latin American problems and needs 
were to be given fully adequate consideration. 

Many people in Latin America have felt for some time that we 
have taken them for granted in relation to Europe. Many also fear 
that higher priority will be given to the needs of the newly emerging 
countries of Asia and Africa, which are comparatively less developed. 

They consider that an inter-American bank, to which they them- 
selves contribute, will give them a greater voice in policy and in the 
allocation of available funds. 

They look to the Bank as a source of needed additional capital 
which is especially important now that they have reached a stage of 
development where they can usefully absorb larger sums. 

We believe it is in our national interest to support the Latin Ameri- 
can desire for this organization. The Inter-American Development 
Bank will be a further and logical expression of the special system 
of relationship in this hemisphere which is reflected in the Organi- 
zation of American States. 

Since the early days of our country, we have come to recognize 
that our ties and common interests with Latin America are of unique 
importance in U.S. foreign policy. Our membership in the new 
Inter-American Bank will be tangible recognition of this unique rela- 
tionship in the field of our foreign financial policy. The Bank will 
be a concrete expression of the desire of all the peoples of the Amer- 
icas to pursue sound economic policies which will make a maximum 
contribution to hemispheric development in an atmosphere of mutual 
trust and understanding. 

The Bank will establish an assured source of funds wholly de- 
voted to meeting Latin American requirements. Latin America will 
have a strong voice in its management and control and will be making 
a significant contribution to its capital resources. The success or 
failure of this institution rests to a considerable extent in their hands. 
And this is as it should be. Since a large part of the Bank’s capital 
will be subscribed by the Latin American countries themselves, it is 
healthy that these countries should fully share the responsibility for 
setting the policies which will determine the allocation of resources 











ar 
lo; 
st: 


en 


pl 
th 


o 
£0 


fre 











INTER-AMERICAN DEVELOPMENT BANK ACT 35 


and for establishing the criteria which will determine eligibility for 
loan assistance. Thus the Bank will help to introduce a force for 
stability in Latin American economic relationships. 

I should like to call special attention to certain features of this 
institution which I think are particularly significant and which will 
enable the Bank to make a unique contribution. 

Secretary Anderson has told you about the Fund for Special Op- 
erations. ‘This Fund will, in effect, be one of the departments of the 
Bank. The term “Fund” has been used to emphasize the segregation 
of this segment of the Bank’s operations from its ordinary operations 
so that there may be no confusion in the minds of prospective pur- 
chasers of bonds with respect to the possibility that their money will 
be used for “soft loan” operations. Such will not be the case. Money 
borrowed on capital markets will be used only for “ordinary opera- 
tions” and in the Bank’s ordinary operations the borrower will be 
obligated to repay in the currency borrowed. 

However, through the Fund tor Special Operations, the Bank will 
be empowered to make loans repayable in whole or in part in the 
currency of the borrower. Such loans will be limited to special cir- 
cumstances where a country does not have sufficient debt-carrying 
capacity to justify payment in foreign exchage, or in the case of par- 
ticular projects where it appears repayment in foreign exchange is 
not warranted. This provision for making special loans will give the 
Inter-American Bank a measure of flexibility not hitherto available 
to other international lending institutions. The potential benefici- 
aries of the Fund’s operations will themselves be contributing to the 
initial resources of the Fund and will share with us the responsibility 
of determining where the resources shall be expended. This feature 
will permit the Inter-American Bank to make a special contribution 
to the problems of financing economic development in Latin America. 

One of the most important contributions of the Inter-American 
Development Bank will be in the field of technical assistance. It will 
undoubted1y help to train officials in the member countries in economic 
development planning and implementation. It will stimulate sounder 
overall development plans in individual countries. Most important, 
however, is its potential in connection with individual development 
projects. All too often we hear that existing institutions are not mak- 
ing enough loans in Latin America, while at the same time the institu- 
tions are saying that they would be glad to make additional loans 
if they had well-planned, properly engineered projects to consider. 
I hope that the Inter-American Bank will emphasize the preparation 
of well-designed, well-engineered projects which will merit the atten- 
tion of existing lending institutions as well as the Bank itself. 

To help meet the expense of this work the Bank is authorized, dur- 
ing the first 8 years of its operations, to use up to 3 percent of the 
initial resources of the Fund. 

However, the Latin American countries will continue to be com- 
pletely free to seek the assistance of the Export-Import Bank when 
they have the capacity to repay in dollars and wish to procure 
goods in the United States. We expect the activities of the Export- 
Import Bank in Latin America will continue undiminished. 

Countries, also, of course, will continue to be free to seek financing 
from the International Bank for Reconstruction and Development. 
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Thus, we view these institutions as complementary and not com- 
petitive. 

With respect to special loans, ordinarily. we will expect the Latin 
American countries to go to the Bank for the financing of their proj- 
ects before they come to the Development Loan Fund. This, of 
course, is in accordance with the criteria of the Development Loan 
Fund, which prohibit the Development Loan Fund from considering 
a loan proposal until it can be ascertained that financing is not avail- 
able from other free world sources. 

It can be expected that when the Inter-American Development 
Bank is unable to finance a particular project, it will give the mem- 
ber countries advice on how to present the proposal to other available 
lending institutions, both international and United States. This 
should lead to a better coordinated and more coherent approach by 
the Latin American countries to the financial resources available to 
them. The location of the Inter-American Development Bank in 
Washington will greatly facilitate coordination of its operations with 
those of other international and U.S. lending institutions. 

In conclusion, I should like to say that the establishment of this 
Bank will be a significant forward step in strengthening our economic 
relations with Latin America. Over the years the Organization of 
American States has been a significant bulwark for peace in this 
hemisphere. It is fitting now that we take this next logical step in 
cementing our economic relations with Latin America. Accordingly, 
the Department of State strongly supports the legislation now be- 
fore you authorizing the United States to join the proposed Bank 
and make its required capital subscription. 

Thank you, Mr. Chairman. 

The CuairmMan. We wish to thank you for an excellent statement, 
Mr. Secretary. 

To what extent, Mr. Secretary, do you anticipate the Development 
Loan Fund. will be used in connection with the operations of the 
Bank ? 

Secretary Drtton. The Development Loan Fund is permitted by 
law to make loans to international] lending institutions so if, by any 
chance, it was determined to be wise for this institution to borrow 
funds from the Development Loan Fund, a loan could be made. 

The Cuatrman. The Secretary of the Treasury has submitted an 
amendment authorizing the Development Loan Fund to make loans. 

To what extent do you think it will be necessary for the Develop- 
ment Loan Fund to augment the special fund of the Bank? 

Secretary Ditton. Mr. Chairman, I do not think that in the im- 
mediate future we would probably use that route, the reason being that 
we would probably first want to see the Bank well established and 
want to see the capital subscriptions to the special fund of the Bank 
used up, or largely used up. 

We did feel that when that time came or if there was a particular 
project. that seemed too large to handle in one lump in the Bank, it 
might be useful to exercise the authority of the Development Loan 
Fund to make loans to the Special Fund, rather than to do the opera- 
tion, or make the loan to the country directly, which they would now 
be authorized to do, because that would make for better coordination. 

We do not have any particular plans in mind now as to amounts or 
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timing of this operation, and we are requesting this primarily to ob- 
tain what we consider to be desirable flexibility in the operation of 
both these institutions. 

The Cuarrman. To what institutions can the Development Loan 
Fund make loans now ? 

Secretary Ditton. Well, the charter of the Development Loan Fund 
provides that it can make loans to organizations, which includes re- 
gional institutions, and so it could make loans to any regional institu- 
tion that desired to borrow from it. 

The Cuarrman. If the legislation contained the same provisions as 
the Bretton Woods Agreements Act, legislation would be needed to 
permit the Development Loan Fund to make loans to the Bank ¢ 

Secretary Ditton. That is correct; that is, the legislation relating 
to the Inter-American Bank would have to be drawn so as not to pre- 
vent the existing authority of the Development Loan Fund from being 
exercised vis-a-vis the Inter-American Bank. 

The Cuatrman. And if we didn’t authorize that, it might be con- 
strued as a discrimination against the Latin American Republics? 

Secretary Ditton. I think that is correct, very much so, yes, sir. 

The Cuatrman. I have no further questions. You have made a 
very fine statement. 

Mr. Widnall ? 

Mr. Wipnaty. Thank you, Mr. Chairman. 

Mr. Dillon, the chief difference between this method of approach 
as compared to the World Bank and some of the other organizations 
that we have for international lending, is that here the policy can be 
set by the inter-American countries where they have not had that 
voice before. Isn’t that so? 

Secretary Ditton. I would say that is exactly correct. In the 
World Bank, of course, its policies are set by its members, all its mem- 
bers, and there is weighted voting just as there is in the Inter-Ameri- 
ean Bank. 

But in the context of the whole world, the Latin American voice 
in the World Bank is relatively small, and they have felt that it is 
not adequately large to really reflect their interests. So in this par- 
ticular Bank their voice will be much larger, because in this Bank 
they are contributing over half the capital, and they will have a voice 
in accordance with their contribution. 

We feel this is one of the major reasons and justifications and 
benefits to flow out of this Bank. It will come from the greater re- 
sponsibility that will be promoted in Latin American economic de- 
velopment by the fact that, in effect, Latin American countries will 
be lending their own money for economic development in their area. 

Mr. Wipnatt. There has been much criticism in the past that the 
United States has been trying to determine their needs, rather than 
letting them determine their needs. There would be more of an 
opportunity for them to determine their needs ? 

ecretary Ditton. That is correct. 

Mr. Wiwnat. So it could be a valuable instrument for better un- 
derstanding between the countries ? 

Secretary Ditton. Very much so. 

Mr. Wiwnatt. One other thing. I know people in the United States 
are worried about foreign investments, and the fact that with the 
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lack of stability in many of the governments overseas, and in the 
Western Hemisphere, that one never knows whether or not an in- 
vestment will be protected by a government, which is in office today 
and out tomorrow, giving way to a group determined to change the 
whole world. 

We had a recent example of that when the Governor of Rio Grande 
do Sul in Brazil announced he was expr opriating the $15 million 
property of the American & Foreign Power Co. Could you give us 
a little background on that ? 

Secretary Ditton. Yes, sir; of course. Any sovereign country has 
the right to expropriate property if they so desire, and feel it is in 
their national interest, provided that adequate compensation is 
promptly afforded the original owners of the property. 

In the case of this particular property which is an electric prop- 
erty in the town of Porto Alegre in the State of Rio Grande do Sul, 
it furnished electricity to this town and it also furnished electricity 
to a State-owned electrical grid which serviced other parts of this 
State of Rio Grande do Sul. 

Because of this, for sometime there has been a desire on the part of 
the local authorities to purchase the property of the American & 
Foreign Power Co., and integrate it with their own State system. 

Up “until last year no progress was really possible because of some 
legal difficulties involving Brazilian law. But last November, I think 
it was—anyway, last fall—the Brazilian Congress enacted legis- 
lation which cured this difficulty and made it possible to arrive 
at a negotiated agreement. 

What happened then was that, for reasons of its own, the gov- 
ernment of this State did take this action to expropriate this prop- 
erty which is carried on the books of the American & Foreign Power 
Co., as representing an investment of $13.5 million. 

Since that time we have been in consultation with American & 
Foreign Power Co., and also with the Central Government of Brazil 
in Rio de Janeiro and we have expressed to them our concern over 
this sudden action. 

Negotiations are continuing between the American & Foreign Power 
Co. and the State of Rio Grande do Sul, and American & Foreign 
Power has not asked the U.S. Government to take any formal position 
with Brazil in this matter. 

The company is willing, though—perfectly willing—to sell this 
property to the State of Rio Grande do Sul, provided they can get 
a fair price for their property ; so, really, the ‘question at issue now is 
the negotiation between the company and the State to see if a fair 
and mutually agreeable price can be arrived at. And so far, our un 
dications are that these particular negotiations are progressing rea 
sonably satisfactorily. 

Mr. Wipnatt. Do you think that there would be more or less like- 
lihood of action of this kind if a vast amount of the lending for enter- 
prises in the Western Hemisphere, took place through an institution 
like the Inter-American Bank ? 

Secretary Ditton. I do not think the creation of this institution 
would have anything to do with this, and I do think that in this con- 
nection it is very interesting to note the functions and purposes of 
the Bank as set out in the charter. 
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Section 2 of the “Functions of the Bank” lists, among different 
things, one of them to encourage private investment in projects, enter- 
prises, and activities contributing to economic development, and _to 
supplement private investment when private capital is not available 
on reasonable terms and conditions. 

This, I think, is the most practical and the strongest agreed state- 
ment favoring private investment in an area where it will really have 
an effect, a direct effect, that has ever been made up to date by the 
Organization of the American States, 

Mr. Wipnatt. The point of my inquiry before was just this—I was 
coming back to an original question: If it is understood, in the Latin 
American countries, that the policy in connection with these loans, 
and with these investments, were really being determined by a 60- 
percent vote of Latin American countries, as against a 40-percent U.S. 
vote, it seems to me there would be far less likelihood of actions such 
as this expropriation. 

Secretary Ditton. I think that is probably correct; yes, sir. 

Mr. Wipnatt. That is all. 

The Cuarman. Mr. Brown? 

Mr. Brown. Mr. Secretary, I want to congratulate you on your 
splendid statement. Will this Bank make loans to South American 
countries which are in position to obtain loans elsewhere ? 

Secretary Dituon. I think generally that would not be its objective. 
The Bank might, however, make loans that were in similar fields, or 
then it might make loans in somewhat different fields from those 
which the Export-Import Bank and the World Bank are now allowed 
to go into. 

However, there is no provision that would require this Bank, as 
in the case of the Development Loan Fund, to clear its loans first with 
other lending institutions, either American or the World Bank. 

However, within the U.S. Government our arrangements are such 
that our representatives on this Bank will be either the same individ- 
uals or closely connected, through the Treasury Department, with our 
representation on the World Bank, and certainly in considering any 
loan the U.S. representatives will take into account the availability 
and suitability of the particular project being financed by outside 
institutions. 

Mr. Brown. That is all. 

The Cuarman. Mr. Multer? 

Mr. Muurer. Thank you, Mr. Chairman. 

Mr. Secretary, the private banking community has sympathetically 
cooperated in the promulgation of this plan? 

Secretary Ditton. It is our understanding that the Treasury De- 
partment was in general contact with various elements of the Ameri- 
can private banking community and we have been informed that they 
generally favor this plan. I think a number of representatives of 
private banks will testify later today or tomorrow. 

Mr. Mcurer. I believe that those who are scheduled indicate their 
support of the plan. Have you heard of any objections to the pro- 
posed bill from any private bankers ? 

Secretary Ditton. I have not; no, sir. 

Mr. Mutter. And similarly, our American representatives on the 
World Bank and the officials of the Export-Import Bank have actively 
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cooperated in the promulgation of the agreement and the support of 
this bill? 

Secretary Dizion. Yes, sir. 

Mr. Mutrer. The agreement, of course, very properly does contain 
provisions, or does undertake, that each country subscribing to it will 
not exercise any right of requisition, confiscation, or expropriation 
against any of the property or assets of the Bank, and I assume that 
in making loans the Bank officials will have in mind any possibility 
of any one of these countries going communistic, and would then with- 
hold any participation or any loans in any such country; am I not 
right ? 

Secretary Ditton. That would be a decision for the Bank’s directors 
to make, but I cannot conceive of them, in view of the provisions by 
the Organization of American States, that were agreed to at Caracas 
a few years ago, which pointed out that communism is a great danger 
to this hemisphere, I cannot conceive of them agreeing to make any 
of these funds available to any country that might be in the hands 
of the Communists temporarily. 

Mr. Mutrer. I am not suggesting that it will happen, but I am 
preparing the groundwork to allay the fears of some who may express 
them when the bill reaches the floor. 

Secretary Dition. I think our protection there is in the fixed polic 
of the Organization of American States, which is clearly and bse i 
ically opposed to communism in this hemisphere. 

Mr. Mourer. Thank you, Mr. Secretary. 

The Cuarrman. Mr. Healey? 

Mr. Heatny. No questions, Mr. Chairman. 

The Cuarrman. Thank you very much, Mr. Secretary, for a very 
splendid statement. I feel confident that the committee and the 
House will act favorably on the bill. 

Secretary Ditton. Thank you, Mr. Chairman. 

The CratrmMan. Our next witness will be Mr. Folsom who speaks 
for the International Chamber of Commerce. Mr. Folsom, you may 
take the stand. Identify your self and if you have a statement, you 
may read it without interruption, and then subject yourself to 
interrogation. 

Mr. Fousom. Thank you, Mr. Chairman. I should make it clear 
first that I do not speak for the International Chamber of Com- 
merce but only for the U.S. Council of the International Chamber 
of Commerce. 

The CHatrMan. Very well. 


STATEMENT OF VICTOR C. FOLSOM, FOREIGN COUNSEL OF STERLING 
DRUG, INC., FOR U.S. COUNCIL OF THE INTERNATIONAL CHAMBER 
OF COMMERCE 


Mr. Fortsom. Mr. Chairman, I wish to thank you for this oppor- 
tunity to appear and present the views of the U.S. Council on this 
important topic. 

My name is Victor C. Folsom. My business position is foreign 
counsel of Sterling Drug, Inc., and its subsidiaries, Sterling Products 
International and the Sydney Ross Co., which have been a part of 
the economic development of Latin America for more than 50 years. 
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I am appearing here today to offer testimony in support of the 
bill to authorize U.S. membership in the proposed Inter-American 
Development Bank, H.R. 7072. 

The U.S. council is an organization composed of the American 
members of the International Chamber of Commerce. It is incor- 
porated in the State of New York, and its policies are set by an 
executive committee composed of some of the most outstanding busi- 
ness figures in the United States. The membership of the council 
includes firms and business organizations in virtually every field 
of enterprise and in all parts of the country. 

After thorough review of the proposal to create an Inter-American 
Development Bank first by the council’s committee on foreign in- 
vestment and economic development and then by the council’s execu- 
tive committee, we have come to the conclusion that this would be 
a useful institution which the United States should jom. Accord- 
ingly we favor passage of H.R. 7072. 

There are many good reasons why the Inter-American Develop- 
ment Bank should be supported by this country. The idea that the 
American Republics should have their own financial institution is 
one of long standing. However, until about a year and a half ago 
the United States did not actively support it. Commencing about that 
time, our Government has actively urged the study of the idea which 
culminated in the signing of the agreement in January. In view 
of our economic assistance to other parts of the world, this new finan- 
cial association to strengthen our traditional partnership with our 
good neighbors to the south is overdue. 

Thus, the United States has taken the initiative in proposing a 
workable hemispheric development bank. The terms of the agreement 
establishing the Bank were negotiated over a period of several months. 
The President of the United States has strongly endorsed the pro- 
posal. If the United States drew back now and withheld approval, 
the adverse effect on our relations with Latin America would be severe. 

The U.S. council believes that. the incentive system of private enter- 
prise is the most effective one to foster sound economic development. 

We think it is our best export product, and we advocate its use 
everywhere. At the same time, we recognize that private capital is 
not always able to do the whole job and that international financial 
agencies, such as the proposed Inter-American Bank, can serve as 
catalysts to private capital. 

We hope that the new Bank would serve this catalytic function and 
cause private capital, both domestic and foreign, to be invested in a 
volume many times that of the capital of the Bank. 

U.S. private investment has contributed much to the economic devel- 
opment of Latin America and it will continue to do so in the future. 
Private investment combines financing and know-how in one coordi- 
nated package. Public lending institutions have extended very sub- 
stantial credits to supplement the flow of private capital. We believe 
that the proposed Bank could serve to accelerate the process of eco- 
nomic development in a manner not being done by existing 
organizations. 

From the point of view of the United States, the fact that this would 

a cooperative undertaking in which the Latin American countries 
would make contributions in proportion to their ability to do so 
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would be a distinct advantage. Half of the paid-in capital which the 
member nations would subscribe would be in the form of gold or 
dollars so that the United States would not be the only Nation sup- 
plying hard currencies. Under the terms of the agreement the other 
American Republics would advance no less than $125 million of paid-in 
capital in the form of gold or dollars. 

he currencies of several prospective members in addition to the 
United States are fully convertible so the “national currency” portion 
of the paid-in capital subscribed by these countries would also be hard. 
This financial participation by the Latin American Republics means 
that they will have a very real interest in making sure that the Bank 
is run on sound banking principles. 

No loan could be made by the Fund for Special Operations unless 
the United States voted in favor of it. Ther efore, it seems to us that 
the interests of this country in this “soft loan” portion of the proposed 
institution would be protected as well as possible. Political pressures 
from time to time may make it hard for the United States to veto 
certain loans requested of the Special Fund, but this is a problem 
which must be faced when it arises. 

And I might say that the U.S. council of course takes a dimmer 
view—we might put it that way—of the Special Fund than it does 
of course of the banking functions, but we recognize that it must in 
this case become an integral part of the Bank. 

The interests of this country should be protected as well as possible 
but we recognize that political pressures from time to time will make 
it very difficult for the United States to veto the “soft loan” provisions 
provided by the Special Fund. 

Theoretically we do have a veto but I think we should recognize that 
this is not as good as it looks on paper. 

We are also very impressed by the fact that the agreement which 
would establish the Bank contemplates an active program of technical 
assistance to prospective borrowers. Since the purpose of this Bank 
is to promote economic growth, it is appropriate that it utilize the 
resources and skills which it will command to help overcome the ob- 
stacles to such growth. A very formidable barrier to economic de- 
velopment is the lack of sufficient numbers of technically trained 
people. 

The preparation of an acceptable loan application requires a fairly 
high degree of technical competence. Many of the less economically 
advanced countries have found difficulties in meeting this first essen- 
tial step in the process of mobilizing capital for their development. 
Technical assistance from the proposed Inter-American Bank would 
help to break down this obstacle. 

There are two points which cause the U.S. council concern. The 
first of these is the danger that this new institution will duplicate 
work already being done by existing organizations such as the Export- 
Import Bank and the International Bank for Reconstruction and 
Development. Which of these institutions would be the proper one 
to handle a particular loan application? Are we proposing to create 
unhealthy rivalry among these governmental lending organizations! 
We recognize that the National ‘Advi isory Council is ¢ charged with the 
duty of coordinating U.S. participation in inter national financial 
affairs, but can we expect it to reach down to the level of individual 
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loan applications? This new institution will be located in Washing- 
ton so that informal coordination between the staff of the proposed 
Bank and those of the Export-Import Bank and the International 
Bank is possible. We would hope that the necessity for such coordina- 
tion would be recognized and it would be carried out. 

Our second concern in part grows out of the first. Governmental 
lending agencies do offer competition with private lenders. Since 
governmental lenders are sometimes in a position to offer better terms, 
this can be severe competition of a kind which private lenders should 
not have to face. 

Incidentally the question was asked this morning, if private banks 
in the United States do support the proposition. They have some of 
the misgivings that all of us have, but in general they support it and 
in the U.S. council we have, I think, represented most of the principal 
private banking institutions of the United States. 

The charters of these institutions all require that they lend only in 
situations where private financing is unavailable, but the men run- 
ning these institutions understandably want to see their organizations 
do a flourishing business. We have some worry that a new govern- 
mental lending institution will add further to this type of competi- 
tion with private lenders both because it is another source of Gov- 
ernment capital and because it may increase competition among Gov- 
ernment lenders, 

In order that there be no misunderstanding about the position of 
the U.S. council, let me make it perfectly clear that we sup- 
port the proposed Inter-American Development Bank in spite of these 
reservations. We feel that it will contribute to the growth of the 
Latin American economies. The fact that the Latin Americans them- 
selves will provide a substantial part of the capital and have an im- 
portant role in the management of the Bank are definite advantages. 
There is no better way to reveal the viewpoint of a lender to a bor- 
rower than to make the borrower himself a lender of some of his own 
hard currency. 

I will be glad to try to answer any questions. 

Thank you, Mr. Chairman. 

The Cuarrman. Do you speak the unanimous opinion of the U.S. 
Council of the International Chamber of Commerce ? 

Mr. Forsom. No; it is not unanimous, Mr. Chairman. Of course 
the executive committee of the council, which is the governing body, 
voted on this matter and we had one clear-cut dissent. The rest of 
the committee voted in favor of it. 

The CHatrrman. How many are on the committee? 

Mr. Foisom. The committee is composed of approximately 25. I 
could give you the exact number, if you wish. 

The CHarrman. There was only one dissenter ? 

Mr. Fotsom. One dissenter. 

The Cuarman. Don’t you think there would be no difficulty in 
coordinating the activities of the Export-Import Bank and the In- 
ternational Bank for Reconstruction and Development with those of 
this organization ? 

Mr. Fousom. I think that, as I indicated previously, if the National 
Advisory Council, our National Advisory Council, does take the re- 
sponsibility and carry through with it, to see that at least the U.S. 
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part of the operations of the three or four institutions involved, four 
actually, are coordinated, we would have no fears. 

However, the fear that we do have relates to what might be termed 
individual loan applications which are actually uneconomic. 

We feel that the National Advisory Council will have a real job 
ahead of it to get down to that level, you might say. 

The CuatrmMan. Mr. Widnall, do you have any questions? 

Mr. Wipnatt. Mr. Folsom, I have no questions. I want to compli- 
ment you on your statement and just say that I appreciate the fact 
that you have not only shown the reasons to approve but also the dan- 
gers that might be inherent in this action. 

The CuairMan. Mr. Brown ? 

Mr. Brown. No questions. 

The Cuamman. Mr. Multer. 

Mr. Muurer. Are there members of your chamber from places like 
Curacao, Bermuda, and the French West Indies? 

Mr. Fotsom. Unfortunately, the international chamber does not 
have those territories represented directly, but of course we have the 
home countries of those territories represented. Actually, the Inter- 
national Chamber of Commerce is not as extensively—or does not. have 
the extensive representation from Latin America that it should have, 

Brazil and Mexico are very active in the chamber, and we have, of 
course, other members who are nominal members of the International 
Chamber of Commerce, but the international chamber is unfortu- 
nately heavily located outside of Latin America. But, of course, 
I am speaking today only for the U.S. council, because naturally 
the international chamber has taken no action with respect to this 
Bank. Itis really none of their business. 

Mr. Muurer. I probably should have asked the question previously, 
but it just occurred to me. I do not even know whether places like 
Curacao or Bermuda or the British and French West Indies are in 
need of any help from this Bank. I do not know whether they were 
considered and wondered if they should be considered. 

Mr. Fotsom. Normally we do not think of those places as really 
being a part of Latin America. That is the British Commonwealth 
group of islands and of course the new federation. But perhaps the 
charter of the Bank should be extended to include all of the countries 
in this hemisphere. 

It would be nice to have Canada, incidentally, but I suspect that 
they would not, because of Commonwealth commitments, be free to 
become a member. 

Mr. Mutter. That may be the answer as to why the Dutch West In- 
dies, and the French West Indies, and the British Commonwealth 
countries have not participated ¢ 

Mr. Fortsom. That is right. 

The CuarrMan. Mr. Healey ? 

Mr. Heatry. Do you know of any countries in South America that 
are against this program ? 

Mr. Fotsom. No; I have not heard of any country that is opposed 
to the program. 

Mr. Heatry. That isall. 

The Cuatrman. Mr. Brown? 

Mr. Brown. You have stated that one member of your group op- 
posed setting up this Bank. Do you know his reasons? 
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Mr. Fotsom. No, unfortunately, I did not, Mr. Brown, have a 
chance to ask him. 

I got his vote late. I got that just yesterday, by mail, and I guess 
I should not identify him but I am a little Pp erplex xed as to why he dis- 
sented. Possibly it is because of the fact that I wrote the statement 
and he does not like the way I wrote it. 

I hope that is the reason. 

The CHamman. You usually find I dissenter in 25; don’t you? 

Mr. Fotsom. Well, it isa good sign of democracy. 

The Cuatrman. Yes, sir. 

If there are no further questions, you may stand aside, Mr. Folsom. 

We are very glad to have your statement which I think will help 
the committee very much, 

Our next witness is Hon. Tom B. Coughran, executive vice presi- 
dent of the Bank of America, International. 

Mr. Coughran, we thank you for coming and giving us your views. 
You may proceed as you desire. 


STATEMENT OF TOM B. COUGHRAN, EXECUTIVE VICE PRESIDENT, 
BANK OF AMERICA (INTERNATIONAL) 


Mr. Covenran. Thank you, Mr. Chairman. I am very happy to 
be here. To further identify myself, I will state that I am executive 
vice president of the Bank of America International and resident in 
New York City, and the gentleman on my right is Mr. Dallas M. 
Coors, Washington representative of both the Bank of America Na- 
tional Savings & Trust Association, and Bank of America Inter- 
national. 

The CuHamrman. You were Assistant Secretary of the Treasury ? 

Mr. Coucuran. Yes, sir; I was Assistant Secretary of the Treasury 
from December 3, 1957, to December 15, 1958. 

The Cuamman. You may proceed. 

Mr. Covucuran. Mr. Chairman and members of the committee, 1 
have brought with me a prepared statement which I would like to 
read to the committee. 

The CuarrMan. You may read it without interruption. 

Mr. CouGcurRan. It is a very great pleasure, indeed, to be asked to 
present my views to this committee concerning the projected Inter- 
American Development Bank and the proposed participation therein 
of the U.S. Government. 

I do so not only with a deep appreciation of the honor you have 
conferred on me in asking me to appear before you, but with a deep 
conviction that the establishment of such an institution, and the 
U.S. participation in it, is unquestionably in the interest of the United 
States and a substantial step toward strengthening the countries of 
the free world to the south of us. 

It has been the experience of the Bank of America in its contacts 
abroad, that the countries of Latin America have found it difficult to 
understand why the United States has provided funds so generously 
to other areas, including former enemy countries, while seeming to 
limit their availability to Latin America. 

The explanation, of course, is that by rebuilding war-devastated 
areas in the early postwar years, the United States was laying massive 
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economic foundations for the defense of the entire free world whose 
strength today, which shields the Western Hemisphere as it does other 
areas, is a full vindication and justification of that policy. 

One important aspect of this policy has been the revival and de- 
velopment of European markets which has been of substantial benefit 
to Latin America. For Latin America, which is still generally under- 
developed, these market developments have been very largely confined 
to trade in the traditional raw-materials products of the area; never- 
theless, much of Latin America today remains underdeveloped. 

The rebuilding of Europe, restoration of European monetary re- 
serves, and the recent moves to formal currency convertibility, all 
mark the passing of a significant milestone in our gigantic postwar 
reconstruction effort. 

We are entering upon a new phase of U.S. foreign economic policy. 
For many years the United States has held and repeatedly stated the 
view that we should help underdeveloped countries to develop their 
economies along sound economic lines. 

Now that the most urgent postwar economic problems have been 
solved, it is eminently fitting that we give serious consideration to 
those matters which the exigencies of earlier years required us to 
postpone. We obviously cannot, and should not, embark upon an ill- 
considered hasty and reckless program of developmental financing, but 
to thrust the problem aside and ignore present and future opportuni- 
ties to back up our words with deeds, would be to dishonor our 
word as a nation and‘to shroud in doubt any foreign commitment 
we might wish to negotiate with foreign countries, particularly those 
counted among the free nations in other parts of the world. 

The job that now needs to be done is to make a determined effort 
to step up the pace of economic development. A logical place to begin 
is in the rich lands to the south of us whose loyalty to the principles 
our country stands for and to the.ideals of the free world has never 
been in doubt, and whose economic importance to the United States 
cannot be dismissed lightly. 

The active pursuit of sound programs for economic development in 
Latin America is a phase of postwar economic adjustment in which 
the United States has an important economic interest. 

In recent years Latin America has been one of our best customers 
among large trading area, taking nearly a quarter of total U.S. ex- 

rts, including special-category exports. In value, our exports to 
fein America last year exceeded $4 billion, compared with $4.5 bil- 
lion in 1957. Although investment and income are not precisely re- 
lated, experience indicates that there tends to be a positive relationship 
between growth in real income and the ratio of investment to gross 
national product. 

We can, therefore, anticipate that our exports to Latin America 
will rise to substantially higher levels as the growth of productivity 
and real income associated with economic development in the area pro- 
ceeds. In addition, where economic development is effectively pur- 
sued there will be less need for U.S. aid. 

The lending authority of the proposed Inter-American Develop- 
ment Bank, $850 million, would be devoted to longer term loans at go- 
ing market interest rates for such maturities, repayable in currency 
lent. Loans in this maturity range would help to fill a need not di- 
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rectly being filled now by private sources of funds. We, in the Bank 
of America, have made substantial development loans to Latin Amer- 
ica, in addition to the financing of foreign trade, but these have been 
confined to short- and medium-term maturities covering capital goods, 
supplementing the longer term lending operations of the Export-Im- 
port Bank and the International Bank for Reconstruction and De- 
velopment. 

We have been asked increasingly, however, to finance long-term 

rojects for railway and highway development and similar purposes, 
But have been unable to commit funds for such long-term projects. 
The proposed Development Bank, of course, would be equipped to 
handle such financing. In addition, through its Segregated Fund for 
Special Operations, the Development Bank would be able to make 
soft loans for domestic currency outlays associated with such proj- 
ects, with repayment in the same currency which we are not in a posi- 
tion to do. 

The need for a determined developmental effort in America is grow- 
ing increasingly urgent. As population expands, it presses existing 
resources and tends to offset minor gains in productivity, retarding 
increases in per capita income, if not causing a decline. Rising in- 
come, however, is becoming an increasingly evident popular objective, 
due in large part to modern means of communication which convey 
clear, if not exaggerated, impressions of much higher living standards 
in the more developed areas of the world. This is not without political 
consequences. While political stability in Latin America cannot be 
assured by economic development, it is doubtful whether political sta- 
bility can be maintained indefinitely without appropriately impressive 
progress toward substantially higher standards of living. 

Beyond these considerations is the broad issue of hemispheric soli- 
darity which the United States and our new world neighbors have 
long enjoyed, due in large part to the efforts of the Organization of 
American States, an international institution which has survived the 
vicissitudes of nearly three-quarters of a century. Its great con- 
tribution has been the furtherance of peace among the nations of 
the Western Hemisphere, but it has also contributed its good offices 
toward the solution of major economic problems of the area. 

Together, these political and economic interests have developed 
friendly and cooperative relationships among Western Hemisphere 
nations not found anywhere else in the world. 

This long association and impressive body of experience constitutes 
what is known as the Inter-American system. The proposed De- 
velopment Bank would be a part of the Inter-American system and 
a logical extension of it, serving to further the peace and harmony 
which has so long stood as an example to other areas. 

It is my sincere and deep conviction that the proposed Development 
Bank will fill a very useful purpose, not only in accelerating the 
economic development of Latin America, but in helping to maintain 
political stability where we and the rest of the free world are griev- 
ously exposed. 

Thank you, Mr. Chairman and gentleman of the committee. 

The Cuamman. Thank you for your statement, Mr. Coughran. 

The most favorable area in the world, I presume, for economic de- 
velopment, is the Latin American Republics. Would you consider 
that to be a fact? 
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Mr. Coucuran. Yes, sir; and I know of no area in the world where 
economic development means more to the United States. 

The CuarrMan. And there is no area in the world where the re- 
sources and the riches are less developed or more undisclosed than in 
the Latin American Republics; is not that true / 

Mr. Couenran. I agree, Mr. Chairman. 

The CuatrrmMan. T he potentialities of the bank, and the potentiali- 
ties for developing these areas cannot be estimated at the present time; 
is that correct ¢ 

Mr. Couenran. The potentialities of the Latin-American countries, 
in my opinion, are almost unlimited. Also, in my opinion, the estab- 
lishment of the proposed Inter-American Development Bank will 
make a very material contribution to the development of those re- 
sources and the acceleration of that development. 

The Cuarman. The organization of this Bank and the develop- 
ment of the resources of South America will mean much to your bank, 
and will increase our foreign trade, thereby helping our industries, 
is that not true ? 

Mr. Covueuran. I think we can safely say that improved economic 
conditions in Latin America will also benefit the United States. As 
Latin America develops, it should have a material effect on our econ- 
omy, on our productivity, and upon employment in this country and 
that, of course, means added benefits to all of us. 

The Cuarrman. Thank you very much for your fine statement, Mr. 
Coughran. 

Mr. Widnall. 

Mr. Wrpnatt. Mr. Coughran, you have made an excellent state- 
ment. I know much of the thinking of your institution because 
an officer of your bank, Mr. Francis x. Scafuro, lives in my district 
and there is no better salesman for increased inter-American business 
and trade. He has certainly sold me on the importance of the pro- 
gram over a number of years. We are glad to have your statement. 

Mr. Covenran. Thank you. 

The Cuarrman. Mr. Brown? 

Mr. Brown. No questions. 

The Cuamrman. Mr. Multer? 

Mr. Mouurer. Thank you. No questions. 

The Cuarrman. Mr. Healey ? 

Mr. Heatry. I notice on page 3 of your statement that the exports 
to Latin America were over $4 billion in 1958, a decline as regards 
1957. ‘To what do you attribute that decline ? 

Mr. Covcuran. I really cannot immediately give you a complete 
explanation, sir. 

Mr. Heater. Roughly about 10 percent ? 

Mr. Covenran. I think, for example, the income of Latin America, 
from their principal export, coffee, declined substantially last year, 
and that undoubtedly contributed to the decline in their imports. 

Mr. Heatey. That is all. 

The CHarrmMan. You may stand aside, Mr. Coughran. 

We thank you very much for your contribution to these hearings. 

Mr. Coveuran. Thank you, sir. 
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The Cuarrman. Our next witness is Mr. James Saxon, who is con- 
nected with the largest bank between New Jersey and San Francisco. 

Mr. Saxon. And the best, too, I hoped you would say. 

The Cuarrman. You may proceed. 


STATEMENT OF JAMES J. SAXON, ATTORNEY, FIRST NATIONAL 
BANK OF CHICAGO 


Mr. Saxon. I am attorney for the First National Bank of Chicago. 

I am glad to have the opportunity to appear before you in support 
of H.R. 7072 and H.R. 7073 which would authorize U.S. participa- 
tion in the proposed Inter-American Development Bank. 

For many years now proposals to establish some form of inter- 
American financing instrumentality have been discussed and urged by 
the American Republics generally. On several occasions over the past 
60 years or more, formal resolutions to this end have been adopted by 
appropriate organizations of the American Republics. 

n 1941 there was submitted to the Congress a formal proposal for 
the creation of an inter-American bank. The proposal presently 
before the Congress results from the agreement reached by the repre- 
sentatives of 21 American Republics for the creation of the Inter- 
American Development Bank. ‘The proposed Inter-American Devel- 
opment Bank thus has a long history of U.S. and intergovernmental 
consideration. 

In view of the detailed testimony of the representatives of the De- 
partments of State and Treasury, it would seem unnecessary to re- 
view in any detail the organization, operation, and administration of 
the proposed Bank as set forth in its charter. Fundamentally, what 
is here proposed is a mutually cooperative international public credit 
agency, with due weight being accorded to the voice of each member 
country in the administration of the proposed Bank according to 
membership and capital participation. 

So far as the so-called “ordinary operations” of the proposed Bank 


_ are concerned, the charter provisions are closely modeled after the 


charter of the International Bank for Reconstruction and Develop- 
ment, with some appropriate adaptations. 

These charter provisions have been found to be sound and work- 
able in the case of the International Bank and should work equally 


well in the case of the proposed Inter-American Development Bank. 
| The capital to be provided by the Latin American countries, both 


aid in and callable, is substantial of itself and in relation to the 
‘S. capital participation. The obligation to be assumed by Latin 


i ° ° ee ° ° ~ 
' American Republics for the provision of capital in the form of U.S. 
dollars or gold is a significant reflection of the mutuality of purpose 


and responsibility which seem to underlie the creation of the proposed 


Bank. Similarly, provisions relating to the discharge of obligations 
| for the payment of capital would suggest a careful and restrained be- 


ginning of the Bank’s operations. Based on a judgment of the opera- 
tional and administrative provisions of the charter, the proposed 
Bank is apparently soundly conceived. 

An important provision in the legislation under consideration 
would bring U.S. policy with respect to the operation of the proposed 
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Bank within the jurisdiction of the National Advisory Council on 
International Monetary and Financial Problems. 

While we do not see any necessary conflict in operations between 
the proposed Bank on the one hand, and the operations of the Inter- 
national Bank and the Export-Import Bank on the other, this pro- 
vision supplies the vehicle for resolving any possible conflict that 
might develop. In this connection, it is presumed that the U.S. 
governor of the proposed Inter-2 American Development Bank would 
be the Secretary of the Treasury, as in the case of the World Bank 
and Fund. 

This, it would seem, is important not merely in facilitating coord- 
ination of U.S. policy but also in providing a primarily financial 
focus and emphasis on the lending operations of the proposed Bank. 

The practical means we have ‘for judging the soundness of the 
Inter-American Development Bank lies in the record of the opera- 
tions of the Export-Import Bank and the Bretton Woods Institutions, 

The record of the operations of these institutions is generally 
agreed among the financial community to have been good. As pub- 
lic credit institutions, these institutions were soundly conceived and 
have been efficiently and prudently managed. 

In completing recently 25 years of operations, the Export-Import 
Bank has made a successful record which justifies the confidence and 
judgment of the Congress in approving its creation. While the Bret- 
ton Woods Institutions have had a much shorter life, their record of 
operations so far similarly speaks to the good judgment of the Con- 
gress, originally in authorizing U.S . participation therein and again 
recently in enlarging U.S. capital subse ‘ription thereto. Similarly, 
it is believed that the proposed Inter-American Development Bank is 


soundly conceived and there is no apparent reason why it should not , 


be as prudently administer as the three aforementioned institutions. 
In conclusion, we are of the opinion that there are good and sufficient 

reasons, economic and financial as well as political, to support U.S. 

membership in the proposed Inter-American Development Bank. 


The Latin American Republics appear to have a sound and con- | 
vincing claim on the cooperation of the United States in this proposed | 


mutual enterprise. 
There is among the Inter-American Republics an economic and po- 
=> 


litical interdependence which would justify our membership in the | 


Inter-American Development Bank. Continued careful and prudent 


| 
| 


development of the large resources of the Latin American countries, in — 


supplement to the expanding U.S. private investment therein, will 
benefit the United States as well as the Latin American republics. 

We, therefore, favor the proposed legislation. 

The CuHarmman. You are speaking the views of your bank? 

Mr. Saxon. I am speaking of our bank; yes, sir. 

The Cuarman. The very able president of your bank was a very 
prominent representative at the Bretton W oods Agreement, and took 
a great part in the formulation of that agreement ‘and I suspect that 
he would be for this Inter-American B: ank, and would urge it with | 
the same force that he urged the adoption of the agr eement for the 
International Bank for Reconstruction and Development and the In- 
ternational Monetary Fund ? 

Mr. Saxon. That is correct, sir. 
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Mr. Brown, who is presently chairman of our board, was then presi- 
dent of the Bank, as you remember, and was with you at Bretton 
Woods, and testified before the Congress in support of the creation of 
the Bretton Woods Institutions. 

The CuarrMan. At that time many of the banks were not as favor- 
able as they are now. 

Mr. Saxon. Indeed, it was a highly controversial question at the 
time and, as I recall being then in the Treasury, his was the one great 
banking voice which stood out in advocating the creation of the insti- 
tutions. Weare very proud of his record. 

The Cuatrman. I think his judgment has been vindicated by time. 

Mr. Saxon. I believe so. 

The Cuarrman. Mr. Widnall ? 

Mr. WipNALL. No questions. 

The Cuairman. Mr. Brown? 

Mr. Brown. The chairman of your board is very competent and I 
want to say that they have a wonderful lawyer, too. 

Mr. Saxon. Thank you very much. 

The Cuarrman. I can testify to that. 

He is a wonderful fellow. 

Mr. Multer ? 

Mr. Mutrer. No questions. 

The CuarrMan. Mr. Healy? 

Mr. Heaty. I have no questions. 

The CHarmMan. Very well. 

We thank you very much for your views. I know that they will be 
helpful to the committee. We are always glad to see you when you 
come in an official or personal capacity. 

Mr. Saxon. Thank you, gentlemen. 

The CHatrMaAn. The committee will stand in recess to reconvene 
tomorrow morning at 10 o’clock. 


(Whereupon, at 11:25 a.m., the subcommittee recessed until 10 a.m., 
June 5, 1959.) 
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FRIDAY, JUNE 5, 1959 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
SuscomMiITteE No. 1, 


Washington, D.C. 


The subcommittee met, pursuant to recess, at 10 a.m., Hon. Brent 
Spence (chairman) presiding. 

Present: Representatives Spence, Brown, Ashley, Healey, Widnall, 
and Dwyer. 

The Carman. The committee will be in order. 

We are fortunate this morning in having as our first witness the 
Honorable Dean Acheson who was a truly great Secretary of State, 
and was so recognized throughout the world. 

I suppose he has as much knowledge of the Latin American States 
as any man alive. He has frequently : appeared before this commit- 
tee and we have had the benefit of his wisdom and fine judgment and 
we are fortunate indeed to have Secretary Acheson as our witness. 

Mr. Secretary, you may proceed as you desire. You may read your 
statement and then subject yourself to interrogation. 


STATEMENT OF HON. DEAN ACHESON, FORMER SECRETARY OF 
STATE 


Mr. Acurson. Mr. Chairman, members of the committee, thank 
you, Mr. Chairman, very much for the kind words you have said 
about me. You are quite right that I have appeared many times be- 
fore this committee. I almost feel like a Rip Van Winkle now, com- 
ing back to the scenes of my youth, but it gives me the greatest pleas- 
ure to be with you and I hope I can be in some way helpful : about this 
measure before you. 

I have prepared a statement which I think is before you and your 
committee members, Mr. Chairman, and perhaps the most expeditious 
way to get forward would be for me to read it and, if it is agreeable, 
J will do that. 

The CuainmaNn. You may read the statement without interruption, 
Mr. Secretary. 

Mr. Acuerson. I am happy to respond to your kind invitation, Mr. 
Chairman. I might almost say, in fact, I do say, your pressing invi- 
tation, because you were not to be denied, to appear before this com- 
mittee and to give it what you have generously called the benefit of 
my views on the Inter-American Deve elopment Bank. 

This, fortunately, does not pose too difficult a question, for I see no 
practicable alternative to this country’s playing its part in the finance- 
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ing and administration of the Bank. I say this for four compelling 
reasons : 

1. The Inter-American Development Bank represents the culmina- 
tion and fulfillment of the desires of Latin American countries ex- 
pressed over 60 years. The Bank embodies that special and long- 
standing relationship of the States of this hemisphere reflected first. in 
the Pan-American Union and now in the Organization of American 
States. This country has throughout its history proclaimed that we 
are closely bound geographically and politically to our sister Ameri- 
man Republics and that from this grow mutual obligations. The 
project of the Bank carries these obligations into the field of economic 
development. Our neighbors regard it as a bank by the Americas for 
the Americas. To reject it would be disastrous to hemisphere rela- 
tions. 

2. The Bank will establish an assured source of funds wholly de- 
voted to meeting Latin American requirements, though it will fall far 
short of satisfying them. These needs are great. It is vitally impor- 
tant to all of us that they-be tackled soberly, responsibly, and cooper- 
atively. Latin Americans have come to believe that, in the great 
power struggle, they are the forgotten men, at least by us. To reject 
the Bank would confirm the belief that the United States uses Latin 
America, makes speeches about solidarity against communism, and 
forgets its problems. 

3. The Bank will be a cooperative institution. ‘The Latin American 
countries will each make significant contributions to its resources. 
They will largely control it. It offers an opportunity not merely for 
economic development but also for training in responsibility for own- 
ership and management, for the guidance of borrowers in a way which 
no external creditor can hope to have accepted and for comprehensive 
planning of Latin American economic development and policy, as a 
whole, beyond anything which has yet been possible. To reject. this 
opportunity would be improvident. 

4. Since Vice President Nixon’s misadventures in South America, 
there have been numerous indications that all is not well with the 
relations between states and within states in this hemisphere. To 
reject the Bank project would greatly exacerbate the divisive factors 
among us. There is no justification in bringing on this misfortune. 

So I urge that only the most serious objections would warrant hold- 
ing back from this common venture. And there are none of that 
nature. This is not to say that the Bank plan does not contain the 
normal hazards of such a venture. If, for instance, the Bank were to 
be foolishly and improvidently managed, it could not only dissipate its 
capital and fail in its purpose, but the probability of g loans 
already made being repaid and of further credits being extended 
might be diminished. But to hold back on the assumption that the 
Bank’s management is more likely than not to be bad is as impossible 
a course as the assumption is unlikely to be true. 

On the contrary, what is more likely to be true is that the Develop- 
ment Bank will not merely produce some economic development, but, 
as I have suggested, it will give essential education in the precondi- 
pene for development in a nonauthoritarian world. Let us see why 
this is so. 
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No one will question that Latin America is an underdeveloped area. 
True, conditions vary between countries—and, indeed between areas 
within the large countries—from the most simple agrarian societies 
to those entering the takeoff into the sustained economic growth of 
developed industrial life. But, taken as a whole, investment in Latin 
America—that is, both private and public investment, both local and 
foreign—falls very substantially short of what is required to maintain 
the existing—and ‘admittedly low—standard of living of a population 
growing, as theirs is, at the rate of 2.5 percent per annum. 

Now, underdeveloped countries need guidance. One reason that 
they remain underdeveloped is the lack of informed and rational deci- 
sions which could stop waste and turn their resources and human 
effort toward growth. But the very nationalist movements, which 
provide an indispensable ingredient of energy and desire for progress, 
tend, because of underdevelopme nt, to be suspicious of guidance and 
insistent upon independent—and, unfortunately, often uninformed— 
decision. This can end, and too often does, in these countries chan- 
neling themselves into blind alleys and bringing to frustration and 
despair the very forces of hope which they generated. This produces 
the opportunity for authoritarian reaction of the right or left. 

Here is the dilemma which confronts the underdeveloped countries 
of our time. Simultaneously they need guidance and resent it. Why, 
one may ask, can they not learn by experience? ‘To such an inquiry, 
a friend once suggested that men learn not from experience but from 
fatigue. Be that as it may, there is, I fear neither the time nor the 
resources available for underdeveloped countries to learn, in a free 
system at least, from costly mistakes. 

It is here, fortunately, that the new Bank can make its greatest 
contribution. It will be an institution contributed to and largely 
managed by the Latin American countries. So in an important way, 
when the Bank speaks with one of them, they will be speaking with 
one another; and yet the Bank will have a wealth of experience and 
knowledge available in the officials and technicians whom it may 
employ. 

This provides an opportunity for furnishing of guidance and the 
insistence upon criteria and standards which under other circum- 
stances could, and indeed have, caused resentment. And not only re- 
sentment, but suspicion, for here can enter the ogre of economic im- 
perialism exploiting Latin American resources, bitter memories of 
which survive from the days of Spanish and Portuguese colonialism. 
But their own institution, controlled by and operated for the benefit of 
the Latin American countries, cannot be suspected of exploitation or 
imperialism. 

In the underdeveloped countries of the free world economic growth 
with the aid of foreign capital inevitably involves the role of private 
capital as well as governmental capital. This is not primarily a matter 
of ideology. It arises because the governments of the lending countries 
could not over time mobilize the capital and technical and managerial 
resources necessary to do the whole development job, nor could the 
governments of the countries to be developed provide the capital and 
technical and managerial resources to maintain and operate an entire 
developed economy. 

So at the outset two needs become apparent. One is to provide and 
maintain conditions which lead private capital to invest in the under- 
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developed country. The other is to see that the role of public invest- 
ment is understood and fully filled. There must be foundations before 
there can be a superstructure. There cannot be an industrial society 
without an agricultural base. Illiterates cannot operate modern plants. 

The role of the Bank in education on the first of these needs is too 
plain to require elaboration. The peasant who killed the goose that 
laid the golden egg did so through ignorance. The foreign investor 
is not encouraged by the knout in the hand of the nationalist demagog. 
Since the Bank’s success in expanding the resources available for de- 
velopment loans will depend on its ability to sell its own securities to 
the investing public, Latin Americans—through the Bank—will have 
the clearest possible demonstration of the effect of their conduct upon 
their credit. 

The role of the Bank on the second need requires a word or two more 
of comment. <A good deal of the underpinning of economic develop- 
ment—which curiously enough is called overhead—will not be under- 
taken by private capital because it is not directly remunerative. This 
is the public sector of the economy. It can be divided into economic 
overhead—such as roads, ports, power, agricultural research, instruc- 
tion, and credits, of which there is huge need—and social overhead, 
such as schools, public health, and housing. These latter investments 
and services, despite their enormous impact on development, have 
been relegated to a secondary priority by underdeveloped countries. 

Too often in Latin America governments have attempted to push 
development forward by engaging their own credit and their own 
limited administrative personnel in investments in the private sector— 
in the construction and operation of hotels, industrial plants, extractive 
industries, and so forth. Some governments have committed vast 
sums to these endeavors, without realizing that as much more again 
will be needed to complete and maintain them. Some of these invest- 
ments have been unwise and losing ventures; but all of them have 
withdrawn essential credit and personnel from the public sector, eco- 
nomic and social, without which the basis for a stable industrial society 
cannot exist. 

Now, it is quite possible to demonstrate the requirements in social 
and economic overhead for a given investment program in productive 
facilities. For instance, how many trained workers, foremen, engi- 
neers, managers per thousand kilowatts of electric power capacity, or 
thousand tons of steel, or ore taken from the earth—what this means 
in housing, community services, primary, technical, and higher educa- 
tion, and so on—are not al] obscure calculations. Every provincial 
government in Canada is dealing in these requirements continually. 

But underdeveloped countries, because of their very condition, have 
no perspective on this problem. They are not in a position to bring 
about proper priorities and relationships between all the resources, 
public and private, available in the development of their economies. 
This must come from without. But, if the attempt is made to impose 
these priorities and proportions, it will fail, for it will collide with the 
nationalist impulse which furnishes the desire to grow. 

Here again the Development Bank offers the opportunity for both 
guidance and financial help. The agreement establishing the Bank 
provides expressly for providing to member countries qualified assist- 
ance not merely in preparing specific loan applications with the sup- 
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porting data—a most important service—but advice and help in pre- 
paring whole development programs. Here the relation and priori- 
ties between the public and private sectors of the economy can be 
harmonized and plans made for mutually supporting advances to be 
made on all fronts together. 

Nor is the matter left wholly to planning. The Fund for Special 
Operations provided in the Bank agreement is an adjunct of the loan 
operations that will be available for use in this vital public sector for 
which no other foreign loan funds are available. Admittedly for 
“soft loans,” it can be used to stimulate, by supplementing, the greater 
use of local governmental funds in a field which has hitherto been 
given too low a rating. 

I conclude by urging upon the committee a careful and sympathetic 
consideration of the bills before it to approve the Development Bank. 
It would be less than candid to leave the impression that this project is 
assured of success. It shares the hazards of the age in which we live. 
But I commend it to you as well devised to help in a unique way, per- 
haps the only way, in bringing to Latin America both an understand- 
ing of its development problems and help in solving them. 

May I leave with you a final thought. Economic development is 
feasible almost everywhere under certain conditions. But it is not 
true that a society wishing economic development will achieve it 
merely because it is a free and democratic society. It may use its 
freedom of choice to involve itself in difficulties which may destroy it 
or from which it can extricate itself only by discarding its democratic 
structure. An alternative is to have wise guidance ol economic help 
presented in a form which can be accepted without a loss of a sense of 
independence. This is an important alternative. 

The Cuarrman. I know I express the sentiments of the committee 
when I say that we thank you for your very splendid statement. 

Mr. Widnall, do you have any questions ? 

Mr. Winatt. Mr. Chairman, I do not have any questions at 
all. 

The Cuarrman. Mr. Brown ? 

Mr. Brown. Mr. Secretary, I want to congratulate you on your 
fine statement. I wish every Member of Congress had been present 
to hear it this morning. 

Mr. Acueson. Thank you, Mr. Brown. 

The Cuatrman. Mrs. Dwyer? 

Mrs. Dwyer. I have no questions. 

The Cuatrman. Mr. Ashley. 

Mr. Asuury. Mr. Secretary, I am wondering if it is your view that 
the capital of the Bank is sufficient to do the job. I am struck by 
the thought that there are some 20 South American countries that 
will be involved in this venture and for several years at least the 
amount of capital available for loans will be very small. 

Mr. Acugrson. Mr. Ashley, I would say that the provisions for 
capital going into the Bank and for the Bank’s borrowing are ade- 
quate to begin with. I would think, quite clearly, that they will 
have to be increased if the Bank is successful. But I think it is wise 
to let the Bank begin on a size which is manageable. Then, if it is 
well managed, if it becomes extremely successful, if its securities have 
a high rating in the securities market, and if it is necessary for it to 
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have more capital, then it can come back to its members, I think, 
with an assured performance. Certainly I would feel, with what 
experience I have had in dealing with the Congress of the United 
States, that the Congress would be quite eager and willing to go 
along with something which had proved itself to be successful, rather 
than to enlarge its bet on something which has not yet started. 
If this were being devised in the abstract, I would say there should 
be larger capital, yes, sir. But I do not think I would press it now. 
I would go ahead with what is proposed and come back again 
ater. 

Mr. Asuury. That is all. 

The Cuatrman. Mr. Healey. 

Mr. Heatry. No questions, Mr. Chairman. 

The Cuarrman. Again, we wish to thank you, Mr. Secretary, and 
ie hope we shall have the opportunity to hear you frequently in the 

uture. 

Mr. Acueson. It is a great pleasure to be with you, Mr. Chairman, 
and you know I always respond when you command. 

The Cyaan. Thank you very much. 

Our next witness is Mr. Mitchell, senior vice president of the First 
National City Bank of New York. He will testify on behalf of the 
American Bankers Association. 

Mr. Mitchell, you may proceed as you desire. If you have a pre- 
pared statement, you may read it without interruption, and then sub- 
ject yourself to interrogation. 


STATEMENT OF FRANK T. MITCHELL, SENIOR VICE PRESIDENT 
OF THE FIRST NATIONAL CITY BANK OF NEW YORK, APPEARING 
FOR AMERICAN BANKERS ASSOCIATION 


Mr. Mircueti. Mr. Chairman, members of the committee, my name 
is Frank T. Mitchell. I am a senior vice president of the Overseas 
Division of the First National City Bank of New York. I am pre- 
senting this testimony on behalf of the American Bankers Association 
and my bank in support of H.R. 7072 and H.R. 7073 which provide 
for the participation of the United States in the Inter-American 
Development Bank. 

The present proposal is for a Bank with initial capital of $850 
million and a Fund for Special Operations with initial resources of 
$150 million. Four hundred million dollars of the Bank’s capital is 
to be paid in installments over a period of approximately 3 years. 
Half of each installment is payable in gold or dollars and half in the 
currencies of the members. The U.S. contribution is $150 million 
and the Latin American subscription is $250 million. The balance of 
$450 million of callable capital will constitute a guarantee of borrow- 
ing by the Bank in capital markets and would only be actually ex- 
pended if the Bank were unable to meet its commitments. The U.S. 
portion of the callable capital is $200 million. 

The Fund for Special Operations is to be financed by specified 
contributions by all the member countries, half in gold and dollars 
and half in the national currencies of the members. Its initial re- 
sources would be $150 million and the U.S. contribution of $100 
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million is payable in installments, the first of which would be $50 
million. Loans by this Fund are to be made repayable in whole or 
in part in the currency of the borrowing country. 

Because of the historic special relationship of the United States 
with the Latin American Republics, there is a strong case for the 
United States to participate in the Inter-American Development 
Bank. ‘The need is there. The economic well-being of Latin Amer- 
ica is essential to hemisphere security. Poverty and misery breed 
political instability and over the last decade we have seen evidence in 
the world of the political dangers of unrest and discontent. Latin 
America is going through a period of rapid economic development 
and it is in the interest of the United States to foster that develop- 
ment. In the past, Latin Americans have felt they were not given 
as much help as they could have used productively and that we were 
not fully alive to their needs and aspirations. 

It is reasonable to ask why the need for the Inter-American De- 
velopment Bank. It will primarily be an additional source of funds 
devoted wholly to hemisphere development and will squarely meet the 
widespread claim in Latin America that the area is being neglected 
and not being treated fairly in world economic development _pro- 
grams. Secondly, the proposed Bank has the psychological advan- 
tage of encouraging Latin Americans to help themselves, to analyze 
their own problems and work out their own solutions, naturally with 
our help, but utilizing more of their own funds than ours. An aware- 
ness that they are lending more of their own money than of ours 
should be a beneficial influence in future financial relations between 
Latin America and this country. 

The Bank will meet a real economic need. Latin America has ex- 
tensive natural resources and human skills which are not being fully 
utilized. Population growth and the aspirations of the people have 
created demands for more rapid economic growth. A major require- 
ment for such growth is increased capital investment. While local 
savings are always essential for providing the major share of such 
investment, the cost of importing capital goods and technical services 
has necessitated more foreign exchange than the Latin American 
countries have been able to allocate from their own export earnings, 
especially since the decline in prices of raw materials. The growth 
and stability of these countries are important to the United States. 
As a community of free nations they are politically indispensable to 
the Western Hemisphere. They are a market for one-fourth of 
our exports, the source of one-third of our imports, and the domicile 
of over 20 percent of our foreign investments. 

The Bank is likely to be of major importance in furthering the 
economic development of Latin America not only in the amount of ad- 
ditional resources made available, but also in the improvement and 
planning of these programs through the technical-assistance provi- 
sion. ‘The Bank will be able to draw upon an extensive pool of talent 
to further the process of economic growth. 

The establishment of the Inter-American Development Bank repre- 
sents a definite and concrete counterthrust to the Soviet economic 
offensive in Latin America. As you know, the Soviet Union has been 
active in trade promotion in Latin America, especially in offering 
barter agreements to alleviate some of their commodity surplus prob- 
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lems. To the extent that the proposed Bank can contribute to diver- 
sifying the Latin American economy, reducing its dependence on a 
few primary products and ene industrialization, it will pro- 
vide one concrete and tangible way of meeting the Soviet offensive. 

It is to be hoped that the proposed Bank will extend the prin- 
ciples of international financial cooperation that have already been 
so successful in the World Bank. The operation of the World Bank 
has demonstrated over the years the positive effects of carefully con- 
sidered loans to facilitate and promote feasible plans of economic 
development. It has helped investment in such key fields as high- 
ways, power, irrigation, and transport, thus providing facilities that 
pave the way for expansion in other lines including manufacturing, 
agriculture, and distribution. The Bank’s operations have thus 
served to encourage private investment. 

For the above reasons we believe that the Bank in its basic lending 
operations promises to make an important contribution to our Na- 
tion’s objective of hemisphere solidarity. It is soundly conceived. 
If it can attract able and qualified management and pursues lending 
policies that inspire confidence on the part of both borrowers and 
the investment community, it should be successful. 

There is a question in the minds of some bankers, however, regard- 
ing the creation of the Fund for Special Operations. Significant 
sentiment exists for confining the Bank’s operations to loans that 
meet the test of banking standards along the lines developed by the 
World Bank. It is true that the agreement recognizes the special 
character of the Fund, limits it in scope, and carefully segregates 
its resources from the capital resources of the Bank so as not to 
jeopardize the financial soundness of the Bank nor its ability to raise 
funds in capital markets. We understand, however, that the Fund is 
authorized to make loans that may be repaid in local currencies. The 
dollar resources of the Fund would not be conserved as a revolving 
fund but would be recovered to a large extent in the form of local 
currencies which may well prove to be of limited value for relending 
for development purposes. Thus, the dollar resources are likely to 
become quickly exhausted. It is, therefore, our feeling that such 
loans may not be loans in the true sense but really grants and to this 
extent the Fund is not likely to be a lending institution but a means 
for making grants in the form of loans. A question might appro- 
priately be raised as to whether it would not be better to face up 
squarely to the grant aspects of such soft loans and thus avoid the 
many problems that are created by obscuring the distinction between 
genuine loans and grants. 

The Cuarrman. We are very glad to have the benefit of your views. 

Your bank has many branches in South America; has it not? 

Mr. Mircueti. We do have, sir. We have 31 branches in South 
America. 

The Cuatrman. Have those been successfully operated ? 

Mr. Mrrcne.i. Those branches have been successfully operated; 
yes, sir. 

The Carman. And you think that the development of South 
America would mean much, not only to the people of the country 
generally, but to your institution, because you would participate in the 
results of that development; is that true? 








is ¢ 


bot pd ES 


ge 


in } 


stat 
in t 
pri 


in | 
circ 
that 

N 
Fur 
the 

N 
in t 
the 
able 


to ¢ 
ren 


har 
inv 


it, a 
ft! 


i) 





r- 


nd 


nt 
at 
he 
ial 
tes 


ise 
is 
‘he 
ng 
cal 
ng 


ich 
his 
ins 
ro- 
up 
che 
en 


she 








INTER-AMERICAN DEVELOPMENT BANK ACT 61 


Mr. Mircuex.. I have not taken the position of my institution into 
consideration in presenting my remarks, 

The Cuarrman. I know that. 

Mr. Mircuetu. But I do feel that additional capital and develop- 
ment for Latin America is essential. 

The CHamman. How long have you maintained those branches 
in South America? 

Mr. Mircue.y. Our original branch was opened in 1914, Mr. Chair- 
man, in Buenos Aires. 

The Cuarrman. We thank you very much for your statement. It 
is a very thought-provoking statement and I know will be of great 
benefit to the committee. 

Mr. Wipnat. No questions. 

The Cuarrman. Mr. Brown? 

Mr. Brown. I believe you stated you have 31 branches in Latin 
America ? 

Mr. Mircuety. Yes, sir. 

Mr. Brown. Do any other American banks have branches in Latin 
America? 

Mr. Mircue.yi. Yes, sir; you have the First National Bank of 
Boston and also the Chase Bank. 

Mr. Brown. How many branches do they have; do you know? 

Mr. Mircue.y. It would be difficult for me to give you an exact 
figure, because they have recently opened some new branches. 

Mr. Brown. That is all. 

The Cuarrman. Mr. Ashley? 

Mr. AsHuiey. Would you develop just a little bit further, Mr. 
Mitchell, your thoughts on the Development Fund? This is the first 
testimony we have had suggesting that the Fund may not be as sound 
in practice as it is on paper. 

Mr. Mircue.u. Well, as a commercial banker, Mr. Ashley, I might 
state that our principles of lending are to be sure that we are repaid 
in the currency in which we lend. That is one of the fundamental 
principles of sound banking. 

I do not question the wisdom of the assistance that is to be granted 
in this particular case, because I recognize that there are special 
circumstances involved. It is purely from a technical standpoint 
that I raise this question. 

Mr. Asuuey. It is your feeling that the dollars in the Special 
Fund would soon become exhausted, particularly with repayment in 
the “soft” currencies ? 

Mr. Mrrcnetn. That is quite true, provided the calls for assistance 
in that special category are in the dollar area. Now, in other words, 
the loans or grants that may be made are made in dollars and repay- 
able in local currencies. 

There are certain areas where currencies are easily convertible back 
to dollars. Depending on the time element, it might be that a cur- 
rency might be called “soft” today and become “hard” at a later date. 

So, the ultimate repayment of that might prove to be sound in a 
hard currency, although the original loan was made to be repaid 
in what you would call a soft currency. 

Mr. Asuiry. So that you would very definitely support, I take 
it, a demarcation between the activities of the Bank and the activities 
of the Fund? 
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Mr. Mrrenety. I think the parties who drew up the agreement} 
recognized that in so separating the Fund from the Bank. 
Mr. Asutey. And also the proportion of capital that is allotted! 
or allocated to the Bank’s operation as against the Fund operation 
was taken into account, it is $150 million, as I understand, against 
$850 million. 

Mr. Mircnety.. Very definitely. 

Mr. Asutey. Thank you very much. 

The Cuarrman. The Bank and the Fund are entirely separate; 
are they not? 

Mr. Mircuewy. Very definitely ; yes, sir. 

The Cuarrman. Mrs. Dwyer? 

Mrs. Dwyer. No questions. 

The Cuarrman. If there are no further questions, we thank you | 
very much, Mr. Mitchell, for coming here and giving us the benefit | 
of your views, and I am sure they will be very carefully considered 
by the committee. 

Mr. Mrrcnett. Mr. Chairman, I consider it a privilege to have 
appeared before you and thank you very much, sir. 

The Cuamman. If there are no further witnesses, the committee 
will adjourn to reconvene at the call of the Chair. 

(At 11:50 a.m. the subcommittee adjourned subject to the call 
of the Chair.) 
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